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" ORDINANGE NO.

AN ORDINANCE OF THE CITY OF SAN JOSE AMENDING
VARIOUS SECTIONS OF CHAPTERS 3.32 AND 3.36 OF
TITLE 3 OF THE SAN JOSE MUNICIPAL. CODE TO
CLARIFY THE CITY CHARTER SUPERSEDES THE CITY OF
SAN JOSE POLICE AND FIRE RETIREMENT PLAN IN

. EVENT OF  CONFLICT, DISCONTINUE  THE
SUPPLEMENTAL RETIREE BENEFIT RESERVE, AND

- CLARIFY ACTUARIAL SOUNDNESS IS DETERMINED
CONSISTENT WITH THE CALIFORNIA CONSTITUTION, TO
BE EFFECTIVE MARCH 1, 2013 ‘

WHEREAS, the City of Sajh José ("City”) wishes to further implement the p.rovisions of
Article XV-A of the City's Charter and clarify that in the event of conflict between the

~ provisions of Article XV-A of the City's Charter and the City Police and Ei_re Retirement
Plan, the City's Charter controls; and |

WHEREAS, the City wishes to discontinue use of the Supplemental Retiree Benefit
'Reserve; and '

WHEREAS, the Gity wishes to clarify that the actuarial soundriess of the City Police and

Fire Retirement Plan is determined in a mariner consistent with Article XV1, Section 17
_of the California Constitution (the “1992 Califomia Pension Protection Act’);

NOW, THEREFORE, BE IT ORDAINED BY THE COUNGIL OF THE GITY OF SAN
JOSE: __ - | : |

SECTION 1. Section 3.32.110 of Chapter 3.32 of Title 3 of the San José Municipal
Code is amended to read as follows: -
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A

| 3.32.010 Established - Name - Membershin

There is hereby continued, maintained and administered, as provided in this -

Chapter 3.32, a retirement plan for officers and employees receiving a monthly

compensation for service aé_members of the palice or fire department of the city, |
to be known as the “police and fire department retirement plan.” All officers and
employees shall be required to be members of said retirement plan.

Under the City Council's authonty pursuant to Articte XV, Section 1500 of the Clty :
Charter, the provisions of Arficle XV-A of the City Charter are hereby
lmpiemented into the San José Municipal Code. To the extent thefe is any

" conflict between Article XV-A of the City of San José’s Charter and the provisions

of the _pd!ice and fire department retirement plan,' Article XV-A will supersede any _
cor}fiiéting provision in‘the pplice and fire departmient retirement plan, exceptas
provided in Section 3.32.300.A.2 and 3.32,320,B,

SECTION 2. Section 3.32.300 of Chapter 32 of Title 3 of the San José Municipal Code

is amended to read as foilows

l
4

3.32.300 Contributions

A

For the purpose of estabtishing and maintaining the retirement fund on a reserve
basis, the ctty council shall make provision n the budget each ﬁscal year,
beginning with the fiscal year December 1, 1946 to November 30, 1947, for the
payment by the director of fi inance monthiy into said fund of an amount equal to
eight percent of the monthly payroll of all such members of the police department
and fire department as the city's contribution, and the director of fmance shal}
deduct three percent of the monthly pay from the salary of each member of the
plan from and after the first day of October, 1946 as the contribution of the
individual members thereof. Within six months after the effective date of
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Ordinance 3254, adopted October 21, 1948, and at Ieast every five years -
thereafter, the board of admlmstratuon sha!i cause to be made an actuanal
mvestlgatmn into the moriality, service and compensation experiences of the
members and beneficiaries, and shall further.cause an actuarial valuation of the
_assets and liabilities of the retirement plan and upon thebasis of such

| - investigation and valuation shall '

1. . Adopt for the retirement plan such mortality, annuity service and other
tabies as may be deemad necessary;

2. In order to make said retirement plan actuarially sound in 2 manner
' consisterd with Article XVI, Section 17 of the California Constitution (the
“1992 Cafifomia Pension Profection Act”), revise or change thé rates of
contributions by members on the basis of sucﬁ'actusria! investigation and
such mortality, annuity, service end other tables, but at all times o
maintaining the eight percent and thiee percent ratio of contributions on .
.behalf of the city and the members of the plan as set forth in this section.

B. ' Everymember of the police departmenit or fire department shall be deemed to

. consent and agree to the deductions from salary or compensation as provided

| herein, and pigyments less such deductions shall be a full and complete _
discharge and acquittance of all claims and demands whatsoever for alf services

rendered by such employees during the period covered by such payment except

the right to the benefits to which théy shall be entitied under the 'provisions' ‘

hereof.

C.  The said deductions from salary or compensation shall continue unti
membership ceases or until the member retires on a retirement allowance.
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 SECTION 3, Section 3.32,320 of Chapter 32 of Title 3 of the San José Municipai Code

is amended to read as follows:

‘ 3.32.320 Investment of Funds - Conditions and Limitations

The board shall invest and reinvest the moneys in the retirement fund in accordance
with the following standards: '

A

The assets of the retirement fund are trust funds and shall be held for the
exclusive purposes of providing benefits to members of the plan and their
beneficiaries and defraying reasonable expenses of administering the plan.

The board shall discharge its duties with respect to the plan solely in the interest
of, and for the exclusive purposes of providing benefits 1o, members of the plan

~and their beneficiaries, maintaining the actuarial soundness of the planin a

manner consis!en! with Article XV{; Sect:on 17 of the California Constitution (the
"1992 Cahforma Pension Protection Act"} and defraying reasonable expenses of
administering the plan. The board's duty to the members and their beneficiaries

shalt take precedence over any other duty.

The board shall discharge its duties with the care, skill, prddence and diligence

~ under the circumstances then prevaifing that a prudent parsori acting in a like

capacity and familiar with these matters would use in the'conduct of an
enterprise of like character and with iike aims.

The board shall diversify the investments of the plan so as to minimize the risk of
loss and to maximize the rate of retum, uniess under the circumstances it i
clearly prudent not to do s0.
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Eg‘;’l’!ON 4. Section 3 36.010 of Chapter 36 of T":tie 3 of the San José Mumclpai Code
is amended {o read as follows:

3.36.010 Establishment - Name - Scope

A,

There is hereby established a retirement plan for all persons, hereinafter in this
chapter specified, who may becomse mémb_ers thereof pursuant to the provisions

of this Chapter 3.36. This plan shall be known as the “1961 police and fire

department retirement plan,” and includes ali provisions of this chapter.

The 1961 police and fire department retirement plan is-e'stab!ished asa qu’alifiéd
governmental defined benefit plan pursuant to Sections 401(a) and 414(d) of the
internal Revenue Code or such other provision of the Intemnal Revenue Code as

_ap;ﬁ[icab!e and applicable treasury regulations and other-guidance of the intemai'

Revenue Service. The board shall be authorized to adopt rules and regulations
which are appropriate or necessary to maintain the qualified status of thé plan,

Under the City Councll s authonty pursuant to Article XV Sect:on 1500 ofthe City
Charter the provisions of Article XV-A of the City Charter are hereby
implemented into the San José Municipat Code. To the extent there is any
conflict between Artide XV-A of the City of San José's Charter and the provisions
of the 1961 police and fire retirement plan, Aﬁic!e XV-A will supersede any
confiicting provision in the 1961 police and fire retirement plan, except as

- provided in Section 3.36.410, 3.36.540.B and 3.36.1550 Cand D.

SECTION 5. Section 3.36.410 of Chapter 3.36-'01‘ Title 3 of the San Jusé Municipal
Code is amended {o read as follows: - '
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3.36.410 Nortaiity, Sgrvicé and Other Tables' - Revision of Rates of Contribution

Upon the basts of any or ail of such invesﬁgaﬁons, evaluations and 'daterminations,_ the
hoard shall adopt such mortality, senfic_e and other tables as may he necessary, and
shalt fix and from time to ime change the rates of monthly contribution required of
members and of the city as may be necessaty fo make this sysiem at all times _
actuarially sound in a manner consistent with Article XV, Section 17 of the California
Constitution (the “1992 California Pension Protection Act”) and fo provide the benefits |
provided for in this retirement plan, brovided that, as may be otherwise provided
elsewhere in this chapter, the proportionate share of contributions on behalf of the city
shall at all times be in the ratio of three to sight (3:8)

' EC [1ON 8., Sectzon 3.38. 540 of Chapter 3.36 of Title 3 of the San José Mumctpai
Code is amended fo read as follows:

3.36.540 Invesiment of Funds - Conditions and Limitations -

The board shall invest and reinvest the mo-neys in the retlrement fund in accordance
with the following standards:

A The assets of the retirement plan are trust funds and shall be held forthe
exclusive purposes of providing benefits to members of the plan and thelr
‘beneficiaries and defraying reasonable expenses of administering the plan. The
assets of the retirement plan must not revert, and no contributions shall be
permiited to be returned to the employers, exceptas parmitted by Revenue
Rullng 91-4.

B.  The board shall discharge its duties with respect to the plan solely in the interest
' of, and for the exclusive purposes of providing benefits to, members of the plan.
and their beneficiaries, maintaining the actuarial soundness ofthe planina
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manner consistent with Article XVI, Section 17 of the California Con_stitution_' {the
“1992 California Pension Protection Act’), and defraying teasonable expenses of .
administering the plan. The board's duty to the members and their beneficiaries
shall-take precedence over any other duty. |

C. The board shall discharge its duties with the care, skilf, prudence and diligence
~ under the circumstances then prevaifing that a prudent person acting in a fike
~ capacity and familiar with these matté_-rs would use in the conduct of an
enterprise of like character and with like aims.

D.  The board shal diversify the investments of the plan so as to minimize the risk of
loss and fo maximize the rate of return, unless under the circumstances, itis
clearly prudent not to do so.

E.  The retirement plan may participate under Section 401(a)(24) of the Intemal
Revenue Code in a qualified group trust that meets the req.uireménts of Section
404(a) of the Interal Revenue Code in accordance with Revenue Ruling 81-100,

- as amended'by Revenue Ruling 2004-67.

SECTION 7. Section 3.36.580 of Chapter 3.36 of Title 3 of the San José Municipal
Code Is hereby repealed. o
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SECTION 8. Thé_ provisions of this Ordinance shall be effective on March 1, 2013.
PASSED FOR PUBLICATION of title this | o Gayof , 2013, by the
following vote: : ' '
 AYES:

NOES:

ABSENT:

DISQUALIFIED:

.CI. .|UCK REED
| . Mayor
_Al I_ES T

TONI J. TABER, CMC
Acting City Clerk .

t iR
‘Vhu toregoing m-urumcn
4 carrect COpY of ! corigh}ai
- an file in this offico.
Attest:
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ClassicYatues; Innovative Advice

February 8, 2012
VIA ELECTRONIC MAIL

- Mr. Russell Crosby
Dircetor of Retitement Services
Federated City Employees’ Retirement System
1737 Narth 1* Stieet, Sulte 580
San Jase, Californta 95112

Rer  5-Year Budget Projections for Federated
Dear Russell:

As tequested for purposes of City budgel projectiuns, we have cstimated the fulure
contributions expected to be required of the City of San Jose (o the City of San Josc
Federated Employees’ Retirement System (Federated Pension) and the Federated Reliree
© Heslth Care Plan (Federated GPEB) for the next five years, The table below summarizes our
cstimated cortributions asswning City contributions are made throughout the fiscal year.

- City of San Jase Federated Employees’ Retirement System
(Dollar amounts in milfions)

) Pension OPER Total
EYE = Payroll Amount Raie Amount Rate  Amount Rate
2013 240.2 106.7 44 4% 189 79% 125.6 52.3%
2014 248.0 116.4 46.9% 41.8 16.8% 1582 . 63.7%
- 2015 256.1 122.8 48.0% 44.6 17.4% 167.4 65.4%
2016 264.4 122.5 46.3% 46.3 17.5% 168.8 63.8%
2017 273.0 123.8 45.4% 47.8 17.5% . 1716 62.9%

Please note that these projections are based on the June 36, 2611 Actuarial Valuations
for the Plans, and assume that all assamptions were oxactly met since June 30, 2011 and
are exactly met each and cvery year into the fuiure. In veality, experience will deviate
from the assumptions with the cxpeefation that overall favorable deviations will be
offset hy unafavorable deviations over (ime, Finally, we have not adjusted the
projections- for any eveats, transactions or expericnce, amd inchuding investment
veturns, after June 30, 2011, Please refer to the valuation reports for a description of the
plan provisions, a summary of the data, and a summary of the methads and assumptions used
" in each of the vatuations. '

Alsoas requested, we have attached 20-year projections of City pension confributions.
We hereby certify that, to the best of our knowledge, this letter and its contents, which are

watk products of Cheiron, Inc, are complete and accurnic and have been prepared in
accordanec with generally recognized and accepled actuarial prinetples and practices which

© 1750 Tysons Baulevaad, Suite 1§00, Mctoan, VA 22102 Tal: 7038931456 Fax: 703.893.2006 wyuwchefipnus
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M. Russel! Crosby
February 8, 2012
Page 2

are consistent with the Code of Professional Conduet and applicable Actuarial Standards of
Practice set out by the Actuarial Standards Board. Furthermore, as credentialed aciuaries, we
meel the Qualification Standards of the American Academy of Actuarics to render the
opinion contained in this leiter. This letter does not address any contractual or legal issues,

We are not aitorneys and our firm does not provide any legal services or advice. .

These projections were prepared exclusively for the City of San Jose for the purpose of
budget projections. These projéctions are not intended to benefit any third party. I you have
any questions about this analysis, please fet ug know.

Sincerely,
Chsiran : .
Y At C

che Kalwarski, FS§A, EA, MAAA Margaret Tempkin, FSA, EA, MAAA
Principal Consulting Actuary Principal Consulting Actuary
Attachment

cc:  Bili Halimark
Carmen Racy-Choy
Anne Harper
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CITY OF SAN JOSE FEDERATED EMPLOYEES’ RETIREMENT SYSTEM -
- 20-YEAR PROJECTED PENSION CONTRIBUTIONS

City of San Jose
Federated Employees Retirement System
20-Year Projections of City Pension Contributions
Projected City
Contribution Projected City
Fiscal Year Amount (Middle of Contribution Rate
Ending Year) (% of Payroll)

2012 $ 90,275,000 28.3%
2013 3 106,744,000 44.5%
2004 3 116,387,000 46.9%
215 b 122,835,000 48.0%
2016 3 122,450,000 46.3%
2017 3 123,833,000 45.4%
2018 $ 128,048,000 - 45.4%
2019 $ 132,385,600 45.5%
2020 $ 136,861,000 45.6%
2021 $ 141,478,000 45.6%
2022 3 146,238,000 45.7%
2023 : $ ¥51,143,000 45 7%
2024 $ £56,197,000 45.7%
2025 $ 161,413,000 45.8%
2026 $ 166,799,000 458%
2027 3 172,365,000 45,9%
2028 3 178,118,000 45.9%
2029 3 184,067,000 45.9%
2030 N 196,2]8,0G0 . 46.0%
2031 $ 196,580,000 46.0%
2032 $ 204,432,000 46.4%

HBased on 6/’_'?_(1’ T actuarial valugtion

- {FHERON
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Classie Vilues, iniovative Advice

February 21, 2012
Vid ELECTRONIC MAIL

Mr. Russcll Crosby, Divestor of Retirement Services
City of San Jose :

Police & Fite Depatitnent Retirement Plan

¥737 North 1* Sroet; Suite 586

San Jose, California 95112

Re;  5-Year Budget Projections for Police & Fire
- Dear Russeli:

As requested, bascd on our recontly completed June 30, 2011 valuations, we have estimated
the fulure contributions expected to be required of the City of San Jose to the City of San
Jos¢ Police & Firc Department Retiverient Plan (Pension Plan) and the Police & Fite

- Department Retiree Medloal and Dental Insutance Plan (OPED Plan) for fhe next five years.
The table below summarizes our estimated centributions assuming City contributions are
minde throughout (he fiscal year and that afl assumptions in the valuations we exactly realized
cach yoar, stnce Jane 30, 2011, Plesso refer to those reports for a description of the plan
previsions, a summary of the data, and n sutmnary of the methods and assumptions used In -
each of the valuations,

City of San Jose Police & Fire Department Plans
Profected City Contributions*
- {Dollar amonnts in miilions)

Pension - OPLB Totat
FVYE Payroll Amonnt Rate Amounf Rate . Amnant  Rate
2013 190.7 . 1101 57.7% 15.5 B.1% 125.6 65.8%
2014 190.7 122.6 64.3% 18.6 9.5% 140.6 73.8%
2015 - 197.4 I31.] 66.4% 205 10.4% 1516 76.8%
2014 Co2043 0 1201 63.2% 222 10.9% 151.3 T4.0%
2017 211.5 130.1 61.5% 233 11.0% 1534 - 72.5%

*In preparing these projections, we requested the most recent fnvestuent earnings for the
Jiseal year-to-date and wihether theve were any additlonal layoffe, pay reductions, ar
sigulficant events sineg Jung 30, 2011 that conld materially gffec! these profectlons, We
were fnformed that while earnings thwough 12/31/2011 were vell below the assumed return
Jor that period, that Janstary and early Februory retuns are likely to be very positive, and
the vematning four and a half wonths of fiscal year 2012 offers move opportunity lo renlize
the assymed veturn. It -nddifion, we were~informed by the City that there weie no
significant changes to the wortdfurce ar puyroll stnee June 30, 2011, : '
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Pebruary 21, 2012 .
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For the OPEB projections, the valuation has ot been finallzed, but the prelimindry results
indicate that the City’s eontributions would be in excess of the manual increase caps
ostublished in the MOAs, These projections apply the caps In the MOAs o the projested
payroli, and it is nssumed that the ultimate eap on the City’s contribution rate of 11.0%
remalns In effect for the dusatlon of the projection. In addition, these OPEB projections do
fiot refloot future changes in benefits, Penalties, taxcs, or administrative costs that may be
required as a resujt of the Patient Protection and Affardable Care Adt of 2010 and relnted
legislation and iegulations, Finally, the reality wilf be that exporisice will deviate from the
assumptions wlich could have » significant impact on these projestions in the short term.
However, over the fang term, the expectation Is that overali favorable deviations will be
offsct by wnfavornble deviations,

Since contributions are made sepavately for Police and Fire members, the tables balow
provide the additional detall that mny be needed for these projections,

City of San Joso Police & Yive Department Plans
' Potice Only

" (Doliar nmounts In milliens)

. Pension OPEB Total
FYE Payroll  Amount  Rate Amount Rate Amoeuut  Rate
2013 . - 1247 - 694 - 57.0% 109 0.0% 30.3 - 66.0%
2004 - 21,7 7174 63.65% 12.6 10.3% 90.0 73.9%.
2015 126.0 82.8 05.7% 139 11.0% 96.7 76, 7%
2016 130.4 81.5 62.5% 143 . 1108 95.8 73.5%
2017 135.0 2.1 60.8% 14.8 11.0% 96.9 71.8%

City of San Jose Police & Fire Department Plans
. Yire Only '
(Dolar amounis in miflions)

TYension Oorrn Total

'YK Payrell Amownt  Rate Amonnt Rate Amount Rate
2013 . 69.0 406 58.9% 4.6 6.6% 452 635.5%
2014 ' 69.0 45,2 65.5% 5.5 8.0% 07 Ts%
2015 .4 48.3 67.6% 6.7 9.3% 550 76.9%
2016 739 47.6 64,4% 79 10.7% - 55.5 75.1%
2017 76.5 480 - . 62.8% 3.4 11.0% 56,4 73.8%

Also as requested, we have attached 20-year prajections of City penston contributions.
We hereby cortify that, to the best of our knowledge, this letter and its contents, which arc
work products of Chelron, Inc., ate complole and scontate and have been prepared In

accordance with generally recognized and accopted actuarial principles and practices which
ave consistent with the Code of Professiona) Conduct and applicable Actuarlal Standards of

' {EHEIRON
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FPractice set out by tle Aetuarial Standards Boasd, Purthermone, as eredentidled actuaries, we
meet the Qualification Standards of the Asmericnn Acadenty of Astuaries to sender the
opition contalned in this lofter, This letter does tiot address any contractuat or Tegal issues.
We are not attorneys and our firm does not provide any legal services or advice,

These projeations wers prepared exclusively for the Cily of Sau Josc for the putpose of
budget projections. These projeations are not intended to benefit nny thied party. If you hava
any questions about this analysis, please letus know.

Sincerely, .
Cheiron '
Gey Iwarski, FSA, BA, MAAA - Maigaret Tesnpkin, FSA, BA, MAAA
Privclpal Consulting Astuary : Principal Consulting Actuniy
Attachment
ce:  Bill Halbnerk

Carmen Racy-Choy

Joshna Davis

(HERoN
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Classic Values. Innovative Advice

February 8, 2012
VIA ELECTRONIC MAIL

Mr. Russell Crosby

Director of Retirement Services

Federated City Employees® Retirement System
1737 North 1* Street, Suite 580

San Jose, California 95112

Re:  5-Year Budget Projections for Federated

Pear Russell:.

As requesied for purposes of City budget projections, we have estimated the future
contributions expected to be required of the City of San Jose to the City of San Jose
Federated Employees’ Retirement System (Federated Pension) and the Federated Retiree
Health Care Plan (Federated OPEB) for the next five years. The table below summarizes our
estimated contributions assuming City contributions are made throughout the fiscal year.

City of Sar Jose Federated Employees’ Retirement System
(Dollar amounts in millions)

Pension OPEB Total

FYE Payroll  Amount.  Rate Ameount Rate Amount Rate
2013 240.2 106.7 44.4% 18.9 7.9% 125.6 52.3%

2014 248.0 116.4 46.9% 41.8 16.8% 158.2 63.7%
2015 256,1 122.8 48.0% 446 17.4% 167.4 65.4%
2016 264.4 122.5 46.3% 46.3 17.5% 168.8 63.8%
2017 273.0- 123.8 45.4% 47.8 17.5% 171.6 62.9%

Please note that these projections are based on the June 30, 2011 Actuarial Valuations
for the Plans, and assume that all assumptions were exaetly met since June 30, 2011 and
arc exactly met cach and every year into the future, In reality, experience will deviate
from the assumptions with the expectation that overall faverable deviations will be
offset by unfaverable deviations over time. Finally, we have not adjusted the
projections for any events, transactions or cxperience, and including investment
returng, after June 30, 2011. Please refer to the valuation reports for a description of the
plan provisions, a summary of the data, and a2 summary of the methods and assumptions used
in each of the valuations.

Also as requested, we have attached 20-year projections of Cify pension contributions.
We heréby certify that, to the best of our knowledge, this letter and its contents, whieh are

work products of Cheiron, Inc., are complete and accurate and have been prepared in
accordance with generally recognized and accepted actuarial principles and practices which
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Mr. Russell Crosby
February 8, 2012
Page 2

are consistent with the Code of Professional Conduct and applicable Actuarial Standards of
Practice set out by the Aciuarial Standards Board. Furthermore, as credentialed actuaries, we
meet the Qualification Standards of the American Academy of Actuaries to render the
opinion contained in this letter.” This letter does not address any contractual or legal issues.

We are not attorneys and our firm does not provide any legal services or advice.

These p.rojec_:tions were prepared exclusively for the City of San Jose for the purpose of
budget projections. These projections are not intended to benefit any third party. If you have
any questions about this analysis, please let us know.

Sincerely, _ _

Cheiron .

G&warski, FSA, EA, MAAA Margaret Tempkin, FSA, EA, MAAA
Principal Consulting Actuary Principal Consulting Actuary
Attachment

cc:  Bill Hallmark
Carmen Racy-Choy
_ Anne Harper
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CITY OF SAN JOSE FEDERATED EMPLOYEES' RETIREMENT SYSTEM
26-YEAR PROJECTED PENSION CONTRIBUTIONS

City of San Jose _
Federated Employees Retirement System
20-Year Projections of City Pension Contributions
Projected City
Contribution " Projected City
Fiscal Year Amount (Middle of Contribution Rate
Ending Year) (% of Payroll)
2012 b © 90,275,000 28.3%
2013 % 106,744,000 44.5%

- 2014 b 116,387,000 46.9%
2018 b 122,835,000 48.0%
2016 $ 122,450,000 46.3%
2017 $ 123,833,006 45.4%
2018 $ 128,048,000 45.4%
2019 -3 132,385,000 _ 45.5%
2026 % 136,861,006 45.6%
2021 b 141,478,000 45.6%
2022 3 146,238,000 45.7%
2023 $ 151,143,000 45.7%
2024 5 156,197,000 45.7%
2625 b 161,413,000 45.8%
2026 5 166,799,000 45.8%
2027 $ 172,365,000 45.9%
2028 '3 - 178,118,000 45,9%
2029 3 184,067,000 45.9%
2030 $ 190,218,000 46.0%
2031 b 196,580,000 46.0%
2032 b 204,432,000 ' 46.4%

Based on 6/30/1 ] actuarial valuatian
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Classic Values, Innovalive Advice

LETTER OF TRANSMITTAL

December 13, 2012

Retirement Board of the Federated City
Employees’ Retirement System

1737 North 1* Street, Suite 580

Saint Jose, California 95112

Dear Members of_ the Board:

The purpose of this. report is to present the June 30, 2012 actuarial valuation of the City of
San Jose Federated City Employees® Retirement System (“System™). This report is for the
use of the Retirement Board and ifs auditors in preparing financial reports in accordance with
applicable laws and accounting requirements.

On June 5, 2012, voters approved Measure B which would make a number of changes to the
System. We understand that the City does not intend to implement most of the changes until
a court rules on the legality of the changes. Consequently, the provisions of Measure B are
not reflected in this valuation unless explicitly disclosed. :

The table below presents the key results of the 2012 valuation compared to the 201!
valuation. 1t also shows 2012 valuation results both assuming the Supplemenial Retirement
Benefit Reserve {(SRBR) continues and that it is eliminated pursuant to the recently enacted
City ordinance. Except where otherwise noted, the results in this report asstime the SRBR

. eontinues.
Summary of Key Valuation Resuits
Without SRBR  With SRBR

6/30/2012 6/30/2012 6/30/2011
Discount Rate | 7.50% 7.50%  7.50%
Actuarial Liabilty (AL) $ 2,841,000 $ 2,884,109 $ 2,770,227
Actuarial Value of Assets (AVA) 1,762,973 1,762,973 1,788,660
Unfunded Aetvarial Liabilty (UAL)  § 1,078,027  $ 1,121,136 § 981,568
Funding Rafio - AVA 62% 61% 65%
-Market Vahe of Assets (MVA)  § 1,649249  $ 1,649,249  $ 1,760,617
Funding Ratio - MVA S 58% 5% 64%

Amounts in thousands

As shown in the table above, if the SRBR is efiminated, the Actuarial Liability and the
Unfunded Actuarial Liability would decrease by $43 milfion, the balance of the SRBR as of
June 30, 2012. The SRBR is currently included as parl of the System’s assets for valuation
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purposes. If eiimina_ted, the amount in the SRBR would be transferred to the General
Rescrve, but there would be no change to the assets used in the actuarial valuation.

In addition to the reduction in the UAL, the City’s contribution rate would also be reduced
for the elimination of the 0.35% of assets that is added to the City’s normal cost for the
expected annual transfer to the SRBR. The table below shows a summary of the contribution
rates for the fiscal years ending in 2013 and 2014. For 2014, rates aré shown both if the
SRBR continues and if it is eliminated. :

Summary of Key Valuation Results (continued)
Without SRBR  With SRBR
Fiscal Year Ending 6/30/2014 6/30/2014 6/30/2013
Tier I
Member Contribution Rate 5.97% 5.97% 5.74%
City Contribution Rate 50.85% 55.33% 44 45%
City Contribution Amount
- if paid at beginning of the year $ 100,671 $ 109,544 § 102972
- if paid throughout the year $ 104378 § 113577 § 106,763
Projected Payroll $ 205,277 $ 205277 § 240,187
Tier 2
Member Contribution Rate 6.68% 6.68% 6.68%
City Contribution Rate 6.68% 6.68% 6.68% *
Est. City Contribution Amount
- if paid at beginning of the year § 1,799 % 1,799 - N/A
© - if paid throughout the year 3 1,865 % 1,865 N/A
Projected Payroll 3 27,922 % 27922 N/A
Total City
Estimated Aggregate Rate 45.56% 49.50% NA
Estimated Aggregate Amount
- if paid at beginning ofthe year $ 102,470 3 114,343 § 102972
.- il paid throughout the year 3 106,244 $ 115,443 § 106,763
Projected Payroli . $ 233,200 0§ 233,200 § 240,187

Ainowrnis in thuusards
* Inaddition to thisamount, 28.94% of FYE 2013 Tter 2 payrofl is contributed toword the Tier 1 UAL

The City Council adopled final ordinances to implement a new Tier of pension benefits, for
members hired on or after September 30, 2012, with equal cost-sharing between members
and the City. The Board adopted member and City contribution rates for Tier 2 on August 16,
2012 for the fiscal year ending June 30, 2013, As of the valuation date, there are no Tier 2
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members, so we have continued the same contribution rates for Tier 2 for the fiscal year
ending June 30, 2014. A summary of plan benefits for Tier 2 can be found in Appendix C of
this report and more detail on the development of Tier 2 contribution rates is provided in our
August 16, 2012 presentation.

A summary of the key results of the June 30, 2012 valuation is as follows:

. Unﬁmded Actuarial Liability (UAL)Y/Surplus: The UAL increased By approximately $140
million primarily due to the investment loss of the System ($119 million).

* Funding Ratio: The ratio of the actuarial value of asseis to the actuarial liability
decreased since the last valuation from 65% to 61%. The actuarial value of assets is
smoothed in order to mitigate the ‘impaet of investment petformance volatility on
employer contribution rates. Without the asset smoothing, the ratio of the market value
of assets to the actuarial liability decreased from 64% to 57%,

* Member Contribution Rate: )
Tier {: The member contribution rate is a proportion (3/] Lths) of the service normal cost
rate (including administrative expenses). The Meimber contribution rate increased from
- 5.74% 10 5.97% due 1o demographic expetience.

Tier 2: The member contribution rate is 50% of the total cost of Tier 2 pension benefits,
- Since there are no Tier 2 members as of June 30, 2012, the Board approved the
- continuation of the member rate of 6.68% set for FYE 2013 and FYE 2014 a5 well,

»  City Contributions: '

Tier 1. City contributions are a proportion (8/11ths) of the service nomaal cost rate
(including administrative expenses) plus the reciprocity normal cost rate plus an
amortization payment on the UAL. City contributions as a percent of payroll increased
from 44.45% of payroll to 55.33% of Tier | payroll. The contribution amount if paid on
July 1, 2014 increased from $103.0 miltion to $109.5 million, The large increase in the

- contribution rate is mainly due to a decreasing Tier 1 payroll which causes the UAL rate
to increase. The expected Tier 1 payroll decreased 15%, from $240 mitlion for FYE
2013 before Tier 2 was created to $205 million for FYE 2014. However, the normal cost
is paid on the lower Tier 1 payroll so the dollar amount is less,

If the SRBR is eliminated, the contribution rate for Tier | would decrease from 55.33%
1o 50.85% and the contribution amount, if paid on July 1, 2013, would decrease from
$109.5 million to 100.7 million. :

The policy for determining the City’s ARC for Tier 1 is the greater of: (1) the dollar
amoynt determined in the actuarial vatuation or (2) the percentage of payroll determined

in the actuarial vafuation multi plied by actual payroll throughout the year,
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Tier 2: The city contribution rate is 50% of the total contribution rate for Tier 2. The City
contribution rate is 6.68% of Tier 2 payroll. The city contribution for Tier 2 paid
throughout the year is $1.8 million. ' :

At its November 15, 2012 meeting, the Board voted that the City’s contribution for Tier 2
will be the contribution rate determined in the actuarial valuation multiplied by actual
payroll throughout the year in order to maintain the equal cost-sharing between members
and the City. :

More details on the plan experience for the past year, including the changes listed above and -
their impact on these June 30, 2012 valuation tesults can be found in our report which
follows. :

In preparing our report, we relied on [nformation (some oral and some written) supplied by
‘the City of San Jose Departinent of Retirement Services. This information includes, but is not
limited to, the plan provisions, employee data, and financial information. We performed an
informal examination of the obvious characteristios of the data for reasonableness and
consistency in accordance with Actuarial Standard of Practice #23.

We hereby certify that, to the best of our knowledge, this report and its contents have been

~prepared in accordance with generally recognized and accepted actuarial principles and
practices which are consistent with the Code of Professional Conduct and applicable
Actuarial Standards of Practice set out by the Actuaria! Standards Board. Furthermore, as
credentialed actuaries, we meet the Qualification Standards of the American Academy of
Actuaries to render the opinion contained in this report. This report does not address any
contractual or legal issues. We are not attorneys.and our firm does not provide any legal
services or advice. '

This actuarial valuation report was prepared for the System for the purposes described herein
and for the use by the plan auditor in completing an audit related to the matters herein. This
actuarial valvation report is not intended to benefit any third party, and Cheiron assumes no
" duty or liability to any such party.

Sincerely, .

Cheiron '

Geng Kalwarski, FSA, FCA, FA, MAAA William R. Hallmark, ASA, FCA, BA, MAAA
Principal Consulting Actuary Consulting Actuary
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FEDERATED C]TY EMPLOYEES' RETIREMENT SYSTEM
JUNE 3), 2612 ACTUARTAL VALUATION

SECTION I
BOARD SUMMARY

The primary purpose of this actuarial valuation is to report, as of the valuation date, on the
following:

The financial condition of the Federated Clty Employees’ Retirement Systcm,

Past and expected trends in the financial condition of the System, -

Member and City contribution rates and amounts for the Fiscal Year Ending June 30, 2014,
and

Information required by the Governmental Accounting Standards Board (GASB).

In this Section, we present a summary of the principal valuation results. This includes the basis
upon which the June 30, 2012 valuation was completed and an examination of the current
financial condition of the Systen. In addition, we present a review of the key historical trends
fellowed by the projected financial outlook for the System.,

A. Vsﬂu ation Basis

The System’s funding policy sets City contributions for Tier 1 equal to the sum oft

e A portion (8/11™) of the Service Normal Rate (Regular Current Service Rate) including
administrative expenses.

e The Reciprocity Rate, which is the prefunding of the tiability for reciprocal benefits with
certain other California public pension plans,
The SRBR Rate, which is the annual amount expected to be transferred to the SRBR.

* The Deficiency Rate, which is the amortization of the funding deficiency.

» The Golden Handshake Rate, which is the cost for funding the additional benefits granted
in the past to certain retiring employees.

The unfunded actuarial llabll;ty as of June 30, 2009 (mcludmg the Golden Handshakc) 15
amortized over 30 years from that date, and any subscquent gains or losses or assumpt!on
changes are amortized as part of the Deficiency Rate over 20 years from the valuation in
which they are first recognized. The amortizations are a fevel percent of expected Tier | and
Tier 2 payroll,

For Tier 2, City contributions equal 50% of the total contribution rate for Tier 2.

Member contributions equal 3/1 1™ of the Service Normal Ratc for Tier | and 50% of the
total contribution rate for Tier 2,

- |
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 38, 2012 ACTUARIAL VALHATION

SECTIONI.
BOARD SUMMARY

B. Current Finauncial Condition

The following pages provide a summary of the key results of the June 30, 2012 valuation and
how they compare to the resulis from the June 30, 2611 valuation.

L.

Membership:

As shown in Tabie I-1 below, total membership in Federated increased slightly from
2011 to 2012, but the changes between categories of membership were nore significant.

- Active membership decreased 6.0%, terminated vested membership increased 11.3%, and
tetiree membership (including beneficiaries) increased 5.1%. Total payrol! decreased by

1.3%, and the average pay per active member increased by 5.0%.

Table I-1
_ Total Membership Counts
| Htem June 30,2012 June 30,2011 % Change
Aetive | 3,076 3274 (6.0%)
Terminated Vesteds 967 869  11.3%
Retirees 2,936 2769 6.0%
Bencficiaries | 459 449 2.2%
Digabled 207 210 (1.4%)
Total City Members 7,645 7,571 1.0%
Active Meinber Payrol} : $ 225859,144 § 228936398  (1.3%)
Average Pay per Active Member 73,426 49,926 5.0%

2. Assets and Liabilities:

Table 1-2 on the following page presents a comparison between the June 30, 2612 and
June 39, 2011 assets, liabilities, UAL, and funding ratios.

The key resuits shown in Table I-2 indicate that the total sctuarial liability increased
4.1% and the market value of assets decreased by 6.3%. The System employs an asset
sinoothing method which dampens the impact of investment market volatility on City
contribution rates. For this year the smoothed value of assets (called the actuarial value
of assets) decrcased by 1.4%. The ratio of the actuarial value of assets to the market

-value of assets increased from 102% to 107%, indicating that the deferred Tosses are now

slightly greater than the deferred gains. Finally, the UAL increased from $981.6 million

- 2
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM

JUNE 30, 2012 ACTUARIAL VALUATION

BOARD SUMMARY

SECTIONI

to $1,121.1 million, resulting in a decrease in the funding ratio from 64.6% to 61.1%.
Based on the market value of assets, the funding ratio decteased from 63.6% to 57.2%.

TableI-2
Assets & Liabilitics
Ttem (EAN) - June 30,2012  June 30,2011 % Change
| Actives $ 839,502 § 878,864 {4.5%)
Terminated Vesteds 122,674 111,225 10.3%

| Retirees 1,707,675 1,570,604 8.7%
Beneficiaries 93,309 93,751 5.9%
Disabled 71,840 72,674 {1.1%)
SRBR Balance 43,109 43,109 {0.0%;)

| Total Actuarial Liability 2,884,169 2,770,227 4.1%

| Market Value of Assets $ 1,649,249 § 1,760,617 (6.3%)
Actuarial Value of Assets $ 1,762,973 $_ 1,788,660 . (1.4%)

_ Unfunded Actuarial Liability 3 1,121,136 § 981,568 14.2%
Funding Ratio - Matket Value 57.2% 63.6%  (64%)
Funding Ratio - Actuarial Value 61.1% 64.6% (3.5%)

Amounts in thousandy
A N 3
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FEDERATED CITY EMPLOYEES! RETIREMENT SYSTEM
JUNE 36, 2012 ACTUARIAL VALUATION

SECTION 1
BOARD SUMMARY

3. Coniributions:
Table [-3 shows the componens of the contribution rates for both Tier 1 and Tier 2. In

Section IV of this report, we provide more detail on the devclopment of these
contribution rates. ' '

Table -3
Components of Contribution Rates
FYE 2014 : FYE 2013
Member  City Totat  Member City Total
Tier 1
Normal Cost | 5.78% 15.61% 21.39%  5.55%  1500%  20.55%
Adminisirative Expenses  0.19%  0.51%  0.70%  0.19%  051%  0.70%
SRBR 0.00% 281% - 2.81% 0.00% 2.57% 2.57%
UAL _ 0.00% 3640% 36.40%  0.00% 2637% 26.37%
Total 5.97% 5533 61.30% 5.74% 44.45% 50.19%
Tier 2 .
Normal Cost 6.33% 6.33% 12.66% 6.33% 6.33% 12.66%
Administralive Expenses . 0.35%  035%  0.70% 0.35% 0.35% 0.70%
SRBR . 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
UAL 000%  000% 0.00% 0.00% 0.00% 0.00%
Total 6.68% 6.68% 13.36% 6.68% 6.68% 13.36%

. . 4
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FEDERATED CITY EMPLOYEES RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

Table 1-4 shows sources for the change in the Tier T net contribution rates and the City’s
Tier 1 contribution amount from the rates and amount calculated in the prior repott. The
increase in the Member contribution rate is due to demographic experience. The inerease
in the City’s contribution rate is primarily due to investment losses and the decreased
payroll aver which the UAL is spread. Payroll for Tier ] is expected to decrease over
time as members Jeave the System and new entrants after September 30, 2012 join Tier 2.

Table I-4 _
- City Contribution Reconciliation for Tier 1 _
' _ Cﬁy  Total

Item ' Member Normal UAL Total City §
t. FYE 2013 Tier 1 Contribution Rate 5.74%  18.08% 26.37% 44.45%  $103.0
2. Change due to investinent loss 0.00%  000%  3.83%  3.83% 9.2
3.Chmgeducto SRBR  0.00%  (0.24%) (020%) ©44% (1)
4. Change due to other experience 0.23%  061%  0.13%  0.74% 1.5
5. Change due to decrcé.-';ing payrolt . 0.00% = 0.48%  6.27%  6.75% (3.0}
6. FYE 2014 Tier I Contribution Rate  5.97%  18.93% 36.40% 5533% $109.5
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FEDERATED CITY EMFLOYLES® RETIREMENT SYSTEM

C. Historical Trends

JUNE 30, 2012 ACTUARIAL VALUATION

SECTION {
BOARD SUMMARY

Despite the fact that most of the attention given to the valuation is with respect to the most
recently computed unfunded actuarial Hability, funding ratio, and the System’s contribution
rates, it is imporfant to remember that each valuation is merely a snapshot of the long-term
progtess of a pension fund. 1t is more important to judge a current year's valuation result
relative to historical trends, as well as trends expeeted into the future. In the following
charts, we present the historieal trends based on prior actuarial valuations. Please note that
prior o June 30, 2009, valnations were performed every other year. Beginning June 30,
2009, valuations are performed every year. '

The chart below shows the historical trends for assets (both market and smoothed) versus the
actuarial liability, and also shows the progress of the funding ratios since 1997.

Federated Asscts and Ligbilitics 1997-2012

[ $4,09{} )
a
=
E .
2 B Aclunarial Linbility  ~®- Actuarial Assets = 2™Market Assets
33,0068
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$1,000 . - %g =
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$0 1 s ﬁ"@ ﬁ?’i‘r‘ FE
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2011 2082

Funded Ratio| 92.3%

93.3% 98.0% | 97.6% | 80.9% | 82.8% § 70.7% [ 68.9%

646% | 61.1%

UAL| 548

§7.4] 122 310 3269] 338§ mo.6] 7809

A816] 11211

* Market value of assets reporied prior to 2003 included retivee health gssets

"The chart above indicates that from 1997 to 2001, the System’s funding ratic improved, but
was still in deficit status. Then, from 2001 to 2012 (with the exeeption of 2007), the funding
ratio steadily declined. The decline is due primarily to investment experience.

- {HERON
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FEDERATED CITY EMPLOYEES' RETIREMEN] SYSTEM
JUNE 36, 2012 ACTUARIAL VALUATION

SECTIONI
BOARD SUMMARY

The chart below shows the historical trends for the System’s contribution rates since the
Fiscal Year Ending June 30, 1999, Beginning with the Fiscal Year Ending 2013,
contribution rates are shown for Tier 1 and Tier 2. Tier 2 rates are effective September 30,
2013. All information shown prior to the Fiscal Year Ending June 30, 2012 was calculated
by the prior actuary. Also, please note that the Fiscal Year Ending 2011 rates shown do not

reflect the phasc-in of contribution rates that was adopted for Members. The phased-in rate
was 4.54%. 3

Enmployer and Member Contribution Rafes 1999-2014

6%
# Tier 1 City Rate 8 Ticr 1 Member Rate 55.3%
: ¥ Tier 2 City Rate # Tier 2 Member Rate
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The key information in this chart is the increase in the City contribution rate since 2003 and
particularly since 2009. Rates have increascd primarily due to investment losses, assumption
changes, and reductions in payroll that increased the UAL rate. The increase in Tier i
contribution rate scheduled for the Fiscal Year Ending in 2014 is primarily due to investment
losses and the reduction in expected Tier 1 payrolt due to the creation of Tier 2.

The following chart represents the pattern of the System’s actuarial gains and [osses, broken
into the investment and liability components. The chart does not include any changes in the
System’s assets and labilities attributable to changes to methods, procedures or assimptions,

7
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FEDERATED CITV EMPLOYEES’ RETIREMENT SYSTEM
JUNE 30, 2612 ACTUARTAL VALUATION

SECTION |
BOARD SUMMARY

SJFCERS Historical Gainf[Loss[ 2005-2012
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The key insights from this chart are:

+ Investment losses (gold bars) in 2005 are partially offset by investment gains {rom 2006
and 2007. From 2008 to 2012, there were additional investment losses. Since the
actuarial value of assets only recognizes a portion of the recent market losses, additional
investment losses and gains on the actuarial value of assets are expected over the four
years as the recent markct returns are fully recognized.

*  On the liability side, ha!f of the valuations showed actuarial losses. The actuarial gains in
2010 and 2011 are primarily due to actual salaries being less than expected. The small
actuarial gain in 2012 indicates that the demographic assumptions adopted for the June 30,
201} valuation more accurately reflect current desnographic experience.
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
"+ JUNE 30,2012 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

D. Projected Financial Trends

Our analysis of projected financial trends is an important part of this valvation, In this
Section, the implications of the June 30, 2012 valuation results on the future outlook for the
System in terms of benefit security (assets over fiabilities) and expected future contribution
rates are illustrated. '

In the charts that follow, we project assets and liabilities, the pay down of UAL, and the City
and Member contributions on two different bases: '

1) Assuming al) assumptions are met including a 7.5% return for 2012-13 and each and
every year that follows, and ' :

2) Assuming all assumptions are met except for the investment returns shown in the table
below. These are rates of return that vary each year but over the projection period equal
on average the assumed 7.5% return, We do this in oeder to illustmte the impact of -
volatifity beeause the System’s investent returns will never be level each and every
year. : :

FYE 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Return 200%  8.0% 3.0% 200% -4.0% 180% 13.0% 90% -7.0% 16.0%

FYE 2023 2024 2025 2026 2027 2028 2129 2030 2031 2032
Return  9.6%  -8.0%  8.0% 130% 160% -8.0% -16.0% 300% 25.0% -L0V

Please note that the investment returns shown above were sclected solely to illustrate
the impact of Investment volatility on the patiern of funded statns and City and

~member contribution rates. They arc not intended fo be predictive of actual futuve
contribution rates or funded status or even to represent a realistic patiern of investment
refurns,

_— | ,
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FEDERATED CITY EMPLOYEES’ RETIREMUENT SYSTEM
JUNE 30,2012 ACTUAREAL VALUATION

SECTIONI
BOARD SUMMARY

Projection Set 1: Assets and Liabilities

The chart below shows asset measures (green and orange lines) compared to the actuatial
linbility (gray bars). At the top of each chart is the progression of funding ratios. The key insight
from this chart is the steady projected improvement in funded ratios in the first chart, and how
varying investment returns can impact the progression of funding ratios.

Chart 1: Projection of Assete and Liabilities, 7.5% return each vear
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Chart 2: Projection of Asscts and Liabilities, varying returns averaging 7.5% over time
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FEDERATED CITY EMPLOYEES® RE’['H&EMENT SYSTEM
JUNE 38, 2012 ACTUARIAL VALUATION

SECTION |
BOARD SUMMARY

-Projection.Se't 2: Projected Employér Contribution Rate

As shown in Chart 1 below, City confribution rates are expected to increase over the next two
years as mvestment losses are recognized, and then stabilize for a few years before gradually
declining as Tier 2 becomes mote significant. These eontribution rates are slightly higher than
those projeeted in the prior valuation (red line). The increasc is mostly due to the investment
losses for the 2011-12 plan year as well as a slight reduetion in total payroll. As shown in Chart
2 below, the projected amount of the contribution is very similar to the prior valuation

projections,
Chart 1: 7.5% rcturn each year — Percentage of Pay
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Chart 2: 7.5% return each vear — Dollar Contributions
$250 .
: y City § w= Member § ——=2011 Val Baseline - City §
$200 -
3150
3100 -
350 4
$0 : = T T : 1 1 T T T T T : T T T 1 iy
2012 2014 2016 2018 2020 ~ 2022 2024 2026 2028 2030 2032

Year

' it 11
{HEIRON GURZA000795



FEDERATED CItY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

Varying investment returns can significantly alter the. projected contribution rates and
amounts, As shown in Charts 3 and 4, varying returns that average the assumed rate of
return over the projection period can result in much lower {or higher) contribution rates
and amounts at different points in the projection. The asset smoothjng and amortizations
smooth out these variations, but significant variability in contribution rates remains.

Chart 3;_Varying returus averaging 7.5% over time — Percentage of Pay

60% -

n

3

=8
L

g

3

-8
1

Percent of Payroll

o
=
®

#55% City Rate ~&— Member Rate

i i B

b
& 3 & k.

0%

2012 2014 20616 2018 2020‘{'2{)‘22 2024 2026 2028 2030 2032

ear

Chart 4: Vavying returns averaging 7.5% over time — Dollar Contributions
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL YALUATION

"SECTION i
ASSETS

The System uses and discloses two different asset measurements which are presented in this
section of the report: market value and actuarial value of assets, The market value represents the
value of the assets if they were liquidated on the valuation date. The actuarial value of assets is a
value that smoothes annual investment return performance aver multiple years to reduce the

impact of shori-term investment volatility on employer contribution rates.

On the following pages we present the following information ot the System’s assets:

= Statement of changes in the market value of assets during the year,
= Development of excess ¢arnings,

= Development of the actuarial value of assets, and

* Discussion of investment performance for the year.

A, Statement of Change in Market Value of Assets

Table I1-1 shows sources for the change in the market value of assets.

Table II-1
Change in Market Vaiue of Assets

June 36, 2012 June 36, 2013
Bagic® Cost of Living Total Refirement  Tota) Retirement
Market Value, Beginning of Year § 1,291,485 $. 469,133 % 1760618 § 1,512,802

Contributions

Member 7.994 2,561 10,554 24,602
City 69,496 17,586 87,082 59,180
Total $ 77490 § 20,147 $ 97,637 $ 83,782
Net Investment Earmings** § (51611 § (17,2%0) § (68,901) § 284,312
Benefit Payments $ (107,006) § (29699 §  (136798) § (120,278)

| Admisistradve Expenses S 455) ¢ (850) § (3,306) $ -
Market Value, End of Year $ 1,207,803 § 441,447 5 1,649,250 3§ 1,760,618
' Amoutts int thoxsands

* Ipcludes SRBR of $43,109 at the beginning and at the end of the year,
** Gross investinent earings less investment expenses :

‘able 11-2 shows the development of excess earnings.

LHEIRON
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FEDERATED CITY EMPLOYEES® RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION 11

ASSETS

Table I1-2

Development of Excess Earnings as of Juae 30, 2012
Retirement Fund Reserve

: Employce SRBR General Total.

1. Total Eamings : ¥ (54,067)
2.Balance, July {, 2011 ¥ 192,322 $ 43,109 & 1,055,554 § 1,291,485
3. Net Cashflow N3 (i 5,0_36) N3 0 & - (14,600) $ (29,616)
4, Crediting Rate  3.00% 0.00% 0.00%

5. Primary Interest Crediting _$ 6,034 § - $ - 3 6,034
6. Balance, fune 30,2012 S 183,840 § 43,109 $ 1,040,954 $ 1,267,903
7.Excess Barnings $ -8 (60,1015 $ (60,100
8 Balance, July 1, 2012 $ 183,840 .$ 43,109 § 980,853 § 1,207,803

B. Actuarial Value of Assets

Amourds in thousandy

To determine on-going funding requirements, most pension funds utilize an actuarial value of
assets that differs from the market value of assets. The actuarial value of assets is based on
averaging or smoothing year-to-year market value retums for purposes of reducing the
resuiting volatility on contributions.

The acwarial value is calculated by recognizing 20% of each of the prior four years of actual
investment experience relative to the expected return on the actuarial asset value (7.5% for
2011-2012, 7.95% for 2010-2011, 7.75% for 2009-2010, 8.25% for prior years). The
expected retum on the actuarial value of assets is determined using the System’s actual cash
flows and the assumed rate of return. The balance of the actual investment experience is
recognized in a similar fashion in future years. (See Appendix B for further explanation of
the asset valuation method).

L HERON
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FEDERATED CITY EMPLOYEES’ RETITREMENT SYSTEM

JUNE 30, 2012 ACTUARIAL VALUATION

SECTION 11

ASSETS

Table [1-3

Basic

Development of Actuarial Value of Assets as of June 30, 2012

Cost of Living  Total Rcﬁrement

Market Value of Assets

Gains/(L.osses)

" Current Year
Prior Year
2nd Prior Year
3rd Prior Year -

Deferred Gains/(Losses)
Current Year (80% deferred)
Prior Year (60% deferred)
2nd Prior Year (40% deferred)
3rd Prior Year (20% deferred)
Total '

Actuarial Value of Asscts

$ 1,207,803 §

(149,934)

441,447 § 1,649,249

$ 1,292,256 §

(52,760} (202,694)
125,205 38,797 164,003 §
72,529 18,926 91,456 |
(343,206) (89,559) (432,764)
(119,947) (42,208) (162,155)
75,123 23,278 98,402
29,012 7,571 36,582
(68,641) (17,912) (86,553)
$  (84453) §  (29,271) ¥ (113,724)

470,717 §. 1,762,973

C. Invesiment Performance

Amounes i thousands

The market value of assets internal rate of return, net o'f investment expenses, was -3.9% for
the year ending June 30, 2012. This is compared to an assumed return of 7.50%.

On an acluarial value of assets basis, the teturn for the year ending June 30, 2012 was 0.9%.
~ The difference is largely due to the recognition of deferred gains from prior years while 80%

of the loss for 2011-12 is deferred to future years.

investment loss of $119.3 million for the year ending June 30, 2012,

(HERON |

This return produced an overall
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2412 ACTUARIAL VALUATION

SECTION Il
LIABILITIES

In this section, we prescﬁt detailed information on liabilhies for the System, including:

Disclosure of liabilities at June 30, 2011 and June 30, 2012, and |
Statement of changes in the unfunded actuarial liability during the year.

A, Disclosure

Two mecasures of liability are calculated and presented in this report. Each type is
distinguished by the purpose for which the figures are ultimately used.

Present Value of All Future Benefits: Used for measuring. all future obligations,
represents the expectled amount of money needed today to fully pay off all benefits bath
earned as of the valuation date and those to be eamed in the {uture by current plan
members under the current Plan provisions.

Actuarial Liability - Entry Age (EA): Used for determining employer eomributions
and GASB accounting disclosures. This measure of liability is calculated taking the
present value of all fulure benefits and subtracting the present value of futurc member
contributions and future employer normal costs as determined under the EA actuarial cost
method. It represents the expected amount of money needed today to pay for beneﬁts
attributed to service prior to the valuation date. '

Table IIi-1 and Table [11-2 on the following page disclose these measures of liability for the
current and prior valuations. By subtracting the actuarial value of assets from the actuarial
liability, the net surplus or unfunded actuarial liability (U AL) is determined.

Table 1I1-3 shows the Entry Age Normal Cost as a percentage of pay. The Entry Age Normal
Cost represents the expected amount of money needed to fund the benefits attributed to the
next year of service under the EA actuarial cost method. Administrative expenses and the
SRBR are explicitly valued as an addition to normal cost {0.70% of payroll for administrative
expenses and 0.35% of the market value of assets for the SRBR),

HEIRON '- 16
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FEDERATED CITY EMPLOYEES® RETIREMENT SYSTEM

JUNE 30, 2012 ACTUARIAL VALUATION

SECTION I
LIABILITIES

~Table 111-1

Present Value of Future Benefits

Basic

June 36,2012

June 36,2611

Cost of Llving Total Retirement Total Retirement

Actives .
Retirement $ 778,851 $ 273926 § 1,052,777  $ 1,083,290
Termination 62,237 20,434 82,671 82,354 |
Death 18,699 5,940 24,639 23,782
Disability 30,271 10,562 40,833 40,718
Total Actives $ 890,058 $ 310862 $ 1,200,920 $ 1,230,144
Retirees 1,057,827, 649,848 1.707,675 1,570,604
Beneficiaries 50,282 49,027 - 99,309 93,75}
Disabled- 39,958 31,882 71,840 72,674
Deferred Vested 90,450 32,224 122,674 111,225
SRBR Balance 43,109 - 43,109 | 43,109
Total $ 2,171,684 § 1,073843 § 3245527 3,121,507
Amaunts in thousands
Table 111-2
Actuarial Liability
June 30, 2012 June 30, 2011
Basic Cost of Living Total Retirement Total Retirement
Actives .
Retirement $ 580,720 % 204,462 § - 785,182 § . 815,306
Termination 12,719 8,811 21,530 31,003
Death 10,822 3,295 14,117 13,795
Disability 14,147 4,526 18,673 18,760
Total Actives $ 618408 § 221,004 § 839,502 § 878,864
Retirees 1,057,827 649,848 1,707,675 1,570,604
Beneficiaries 50,282 49,027 99,309 93,751
Disabled 39,958 31,882 71,840 72,674
Deferred Vested 90,450 32,724 122,674 111,225
SRBR Balance 43,109 . 43,109 43,109
Total $1,900034 $ - 984,075 § 2,884,109 $ 2,770,227

| A HEIRON

Amounty i thotsands
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FEDERATED CITY EMPLOVEES’ RETIREMENT SYSTEM

- JUNE 38, 2082 ACTUARIAL VALUATION.

SECTION Il
LIABILITTES
Table 111-3
Tier I Normal Cost*.
June 39, 2012 June 30, 2011
Basie Cost of Living Total Total
Retirement ' 11.97% 4.16% 16.13% 15.90%
Termination 2.52% 0.57% 3.09% 2.55%
Death 0.49% 0.16% 0.65% 0.61%
| Disability 0.96% 0.35% 1.31% 1.28%
Reciprocity 0.16% 0.05% _0.21% 0.21%
Sub-Total 16.10% 5.29% 21.39% 20.55%
Adniin Expense 0.70% 0.00% 4,70% 0.70%
SRBR 2.81% 0.00% 2.81% 2.57%
Total 19.61% 5.29% 24.90% 23.82%,

* Ng Tier 2 Members as of 6/38/2012

~ B. Changes in the Unfunded Actuarial Liability

The UAL of any retirement plan is expected to change at each subsequent valuation for a
variety of reasons. In each valuation, we report on those elements of change in the UAL that
have particular significance or could potentially. affect the long-terin financial outlook of a
retirement plan. Table 111-4 on the following page suminarizes the key changes in the UAL

- since the last valuation.

{[HERON
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 3(, 2012 ACTUARIAL VALUATION

SECTION It
TIABILITIES
Table I11-4
Development of 2012 Experience Gain/(Loss)
~ Item _ Amount
1. Unfunded Actuarial Liability at June 30, 2011 : ' $ 981,568
2. Expected unfunded accrued liability payment . 47,774
3. Interest acerued 3 70,034
4. Expected Unfunded Actuarial Liability at June 30, 2012 (1-2+3) : $ 1,003,828
3. Actual Unfunded Liabiticy at June 30, 2012 $ 1,121,136
6. Difference: (5 - 6) | - (117,308)f -
a. Portion of (6) due to investment gain or (loss) $ (119331)
b. Portion of (6) due to earlier than expected retirentents (23,943)
¢. Portion of (6) due to due to retiree spouse data 7,978
d. Portion of (6) due to no excess eamings transferred to SRBR 6,162
e. Portion of (6) due 1o other experience 11,826
f. Total : 5 $ (117,308)

Amaunis in thousands
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIONS

In the process of evaluating the financial condition of any pension plan, the actuary analyzes the
assets and liabilities 1o determine what level (if any) of contributions are needed fo achieve and
maintain an appropriate funded status of a plan. Typically, the actuarial process will use an
actuarial funding method that will result in a pattern of contributions that are both stable and
predictable. :

The actuarial funding methodology employed is the Entry Age actuarial cost method. Under this
method, there are two components to the total contribution: the normal cost, and the unfunded
actuarial liability contribution. The normal cost rate is determiined by taking the value, as of
entry age into the plan, of each member’s projected future benefits. This value is then divided by
the value, also at entry age, of each member’s expected future salary. The nommal cost rate is
multiplied by current salary to determine each member's normal cost. Administrative expenses
and the expected net transfer to the SRBR are added to the entry age normal cost. Finally, the
normal cost is reduced by the member contribution to produce the employer normal cost. The
difference between the actuarial liability and the actuarial value of assets is the unfunded
actuarial lability. The UAL is made up of the unamortized UAL as of June 30, 2011 plus the

- impact of the 2012 experience and the 2011 UAL payment that is inade on July 1, 2012,

Table 1V-{ provides the payinent schedules to amottize the unfunded Jiability as of June 30,
2009 over 30 years, and any additional actuarial gains/(losses), assumption or method changes
after June 30, 2009 over 20 years. The amortizations are a level percent of expected Tier 1 and
Tier 2 payroli. '

Table 1V-2 shows how the City’s contribution rafe for FYE 2014 is developed. The methodology
and assumptions used are in full compliance with the parameters set in GASB Statement No. 25
for purposes of determining the annual required contribution (ARC).

‘Table TV-3 shows the City’s contribution dollar amounts for FYE 2014 assuming contributions
are made at the beginning of the fiscal year. To the extent contributions arc made after the
beginning of the fiscal year, the amounts should be increased at an annual rate of 7.50 percent.

{HEIRON - 20
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM

JUNE 36, 202 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIONS -
Table 1V-1
UAL Amortization
Outstanding Remainlng Payment
Balance Period $ Amount % of Pay

Basic Refirement Benefit : '

Golden Handshake $ 16,727 27 $ 1,071 0.34%

2009 UAL 599,34 27 38,39t 19.39%

2010 (Gain) or Loss 47,487 I8 3,910 £.97%

2010 Assumption Change (38,147 18 {3,141} {1.6%)
2011 (Gain) or Loss 9,355 19 743 0.38%

2011 Assumption Changes 116,812 19 9,274 4.68%

2012 (Gain) or Loss {192,463) 20 (14,77 - (1.5%)

7/1/2012 Payment 48,667 0 0.00%

Total 8 607,779 $ 35475 17.92%
Cost of Living Benefit :

Golden Flandshake B S 4,067 27 $ 261 0.13%

2009 UAL 146,770 27 9,401 4.75%

2010 (Gain) or Loss 3,461 18 285 0.14%

2010 Assumption Change (21,176) 13 (1,744)  (0.9%)

2011 (Gainn) or Loss (12,351) 19 981) -0.50%
- 2011 Assumption Changes 70,406 19 5,590 2.82%

2012 (Gain) or Loss 309,771 20 23,777 12.01%

7/1/2012 Payment 12,469 0 0.00%

Total $ 513,357 $ 36,590  18.48%
Total $ 1,121,136 $ 72,065 3640%

Amounts in thovsends

if the SRBR is climinated, a base equal to the SRBR balance of ($43,109,000) as of June 30,
2012 would be amortized over 20 years with a payment of ($3,309,000) or -1.61% of pay.
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FEDERATED CITY EMPLOYEES® RETIREMENT §YSTEM

JUNE 39, 2012 ACTUARTAL VALUATION

~ SECTION IV
CONTRIBUTIONS

Table 1V-2
Contribution Rates

Fiscal Year 2013-14

Fiscal Year 2612-13

Basic COLA  Total Basic COLA  Total
Tier 1 - _ '
Member Rate 4.53% 144% 5.97% 4.32% 1.42% . 574%
City ServiceNommal Rate - 14.91% 381% 1872% . 1411% 3.76% 17.87%
City Recipracity Normal Rate  ~ 0.16% 005% 0.21% 0.15% 0.06% 0.21%
City Normal Rate 15.67% 3.86% 18.93% 14.26% 3.82% 18.08%
City Deficiency Rate 17.38% 1835% 35.73%  2056% 5.25%  25.81%
City Golden Handshake Rale 0.54%  0.13% 0.67% 0.45% 0.11% 0.560%
City UAL Rate 17.92% 18.48% 36.40% 21.01% 336% 2637%
City Rate. 32.99% 22.34% 55.33%  35.27% 9.18% 4445%
Tier 2
Member Nonnal Rate 6,13% 0.55% 6.68% 6.13% 0.55% 6.68%
‘Member UAL Rate 0.00% 0.00% 0.00%  0.00% 0.00% 0.00%
Member Rate 6.13% 0.55% 6.68% 6.13% 0.55% 6.68%
City Normal Rate 6,13% 0.55% 6.68% 6.13% 0.55% 6.68%
' City UAL Rate 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
City Rate 6.13% 0.55% 6.68% 6.13% 0.55% 6.68%
{HEIRON 22
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
~JUNE 30, 2012 ACTUARIAL VALUATION

SECTION IV
CONTRIBUT10ONS

Table 1V-2(a)
- Contribution Rates - Tier 1 _
With Elimination of SRER

Fiscal Year 2013-14

Basic COLA  'Total

Member Contribntion Rate 4.53% 144% 5.97%__

City Service Normal Rate 1210% 381% 1

3.91%

- City Reciprocity Normal Rate 0.16% 0.05% 0.21%
City Tier I Normal Rate 12.26%  3.86% 16.12%
City Deficiency Rate [5.71% 18.35% 34.05%
City Golden Handshake Rate  0.54%  0.03%. 0.67%
City Tier 1 UAL Rate 16.25% 18.48% 34.73%
Ticr 1 City Rate 28.51% 22.34% 50.85%
{HEIRON 23
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIONS

Table IV-3
City Contribution Amounts (BOY)

July t,2013 July 1, 2012
Basic COLA  Total Basic COLA Total
Tier 1 |
| City Service Nottnal Cost  $ 29,520 $ 7,543 § 37,063 § 32,687 § 8,710 § 41397.
City Reciprocity Normal Cost 317 99 416 347 139 486
City Normal Cost $ 29,837 $ 7,642 $ 37479 § 33,034 $ 8849 $ 41,884
City Deficiency Cost - % 34,404 % 36,320 3 70,733 % 47629 § 12,162 § 59,791
City Golden Handshake Cost 1,071 261 1,332 1,042 255 1,297
City UAL Cost $ 35475 $ 36,590 $ 72065 $ 48,671 § 12,417 § 61,088
City Contribution $ 65312 § 44,232 $109,544 $ 81,705 § 21266 $102972
Tier 2 '
 City Normal Cost ' $ 1,651 % 148 § 1,799 N/A N/A N/A -
City UAL Cost - - - N/A N/A, N/A
City Contribution $ 1,651 $§ 148 § 1,799 NA . NA N/A

Ampunts in thousands

Table tV-3(a)
City Conlribution Amounts {(BOY) - Tier 1
With Elimination of SRBR

July 1,2013
Basic COLA Tatal

City Service Normal Cost $ 23,956 $§ 7543 3% 31,500
City Reciprocity Nomnal Cost 317 99 416
Cify Tier 1 Normal Cost $ 24273 § 7642 5 31915
City Deficiency Cast $ 31,005 % 36329 $ 67,424
City Golden Handshake Caost 1,071 261 1,332
City Tier 1 UAL Cost $ 32,166 § 36,590 § 68,756
Tier 1 City ARC $ 56440 § 44,232 $100,671

Artounts in thousonds
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FEDERATED CITY EMPLOYEES' RETIREMENT SYS’f‘EM
JURE 30, 2012 ACTUARIAL VALUATION

SECTIONV
ACCOUNTING STATEMENT INFORMATION

Statement No. 25 of the Governmental Accounting Standards Board (GASB) establishes
standards for accounting and financial reporting of pension information by public empioycc
retirement systems.

The GASB No. 25 disclosure compares the actuarial liability computed for funding purposes to
the actuarial value of assets to determine a funded ratio. The actuarial liability is determined
assuming that members continue to terminate employment, retire, efc., in accordance with the

- actuarial assumptions. Liabilities are discounted at the assumed valuation interest rate of 7.50%

per annum as of June 30, 2011 and June 30, 2012.

GASB Stalement No. 25 requires the actuarial liability be compared with the actuarial value of
assets for funding purposes. The relevant amounts as of June 30, 2011 and June 30, 2012 arc
presented in Table V.1, '

GASB Statement Neo. 67 will replace GASB Statement No, 25 for Systein reporting effective for
the Fiscal Year Ending June 30, 2014,

Table V-1 _
Federated City Employees’ Retirement System

Mtem June 30,2012 June 30,2011 % Change |
GASB No. 25 Basis ' ' ]

{. Actuarial Liabilities
a. Members C'ur-rer-ltiy Receiving Payments  § 1,921,933 §  1,780,i3¢  8.0%

b, Vested Terminated and Inactive Members 122,674 . 111,225 10.3%
¢. Active Members 839,503 878,864 £4.5%)
d. Total Actuarial Liability $ 2,884,109 § 2,770,227 4.1%
2. Actuarial Value of Assets $ 1,762973 $ 1,788,660 -1.4%
3. Unfunded Actuarial Liability $  LI21,136 $ 981,568  142%

4. Ratio of Actuarial Valué of Assets
to Actuarial Liability Q)/(1)(d) 61.13% 64.57%  (3.5%)

Amounts in thousandy
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATTON

SECTION V
ACCOUNTING STATEMENT INFORMATION

Tables V-2 through V-3 are exhibits for use in the System’s Comprehensive Annual Financial
Report (CAFR). The Government Finance Officers Association (GFOA) recommends showing
at least 6 years of experience in each of these exhibits. Table V-2 shows the Notes to Required
Supplementary Information, Table V-3 presents an analysis of financial experience for the
valuation year, Table V-4 presents the Solvency Test which shows the portion of actuarial
Hability covered by assets, and Table V-5 presents the Schedule of Funding Progress.

Table V-2
Federated City Employees’ Retirement System,
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

The information presented in the required supplementary schedules to the Financial Section of the
CAFR was determined as part of the actuarial valuation at the date indicated. Additional
information as of the latest actuarial valuation follows.

Valuation date o June 30, 2012

Actuarial funding method Entry Age
Anortization method Level percent of pay, closed, layered
Equivalent single amortization period 26.8 Years
Asset valuation method 5-year smoothing of return over or under expectcd returns
Actuarial asSumptions: _ . '
Investment rate of return 7.50%
Projected salary increases due ' 325%
to wage.inflation -

- Cost-of-living adjustments Tier | - 3.0% per year; Tier 2 ~ 1.5% per year

The actuarial assutiptions used have been recommended by the actuary and adopted by the
Federated Board in October 2011 based on the most recent review of Federated experience.

The rale of employer contributions to Federated is composed of the normal cost, reciproeity
narmal cost, amortization of the unfunded actuarial liability and the Golden Handshake rate. The
implementation of Tier 2 effective September 30, 2012 has been included. The normal cost is a
level percent of payroll cost which, along with the member contributions, will pay for projected
benefits at retirement for the average plan partticipant. The actuarial lability is that portion of the
present value of projected benefits that will not be paid by future employer normal costs or
metiber contributions. The difference between this liability and the funds accumulated as of the
same date is the unfunded actuarial liability.

 Addiienal iaerd salary BT 250 10 4, 5000 ranet on # PAThoIpADLE YEATs OF SETVICE Bi6 H150 ASSUMEd. TheRE T ERLCL AL UL 2560 Y the GIKEZaIon M e DAL
** Cosl-of-living adjusiments ars fised at 3% by the plon ptowisons fve Tiey ) mmd do not Aeetuate wity retual inflation. For Tier 2, adjost f with actuat infavom ond

are eappol Al 1. 5%
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FEDERATED CITY EMPLOYEES® RETIREMENT SYSTEM
JUNE 30,2012 ACTUHARIAL VALUATION

_ SECTION V :
ACCOUNTING STATEMENT INFORMATION

Table V-3
City of San Jose Federated City Employees’ Retirement System

ANALYSIS OF FINANCIAL EXPERIENCE
Gain (or Loss) in Actuarial Liability during Years Ended June 36
Resulting from Differences between Assumed Experience
aud Actual Experience

Gain (or Loss) for

_ Year Ending
Type of Activity June 30, 2012
Tnvestment Income | h) ' (119,33
Combined Liability Experience 2,023
[Gain (or Loss) during Year fiom Financial Expetience § (117,308)
Non-Recurring Gain (or Loss) _Iterris -
Composite Gain {or Loss} During Year $ _ {117,308)

Amounts in thousands
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARTAL VALUATION

o SECTIONY
ACCOUNTING STATEMENT INFORMATION

_ Table V-4
City of Sar Jose Federated City Employees’ Retirement System
GASB SOLYERCY TEST

Actuarial Liabilities for

(8) (B) Q) _
Retirees, Remaining : Pertion of Actuarial
Yaluation Aetive Beneficiaries Active ' Liabitities Covered
Date Member and Other Members™  Reporied by Reported Assels

‘T June30,* Contributions  Inacilves Liabilities Asgefs** (A) (B) (C)
2012 § 234,610 § 2,044,607 § 604883 $ 1,762,973 1[00% 75% 0%

2011 234,574 1,848,254 687,400 1,788,660 100%  84% 0%
2010 242,944 1,504,698 762,716 1,720,413 100%.  99% %
2009 228,967 1,393,114 364,074 1,756,558  100% 100% 16%
2007 214,527 £,003,001 743,415 1,622,851  100% 100%  55%
2005 230,027 824,043 657,300 1,384,454 100% 100%  50%
2003 224,875 635,092 . 451,724 1,280,719 100% 100%  93%
2001 210,377 529,853 332,003 1,060,144 100% 100% 96%
¢ Results priorto 6/30/2010 caltulated by prior actuary ' Amounts In thousands
& Actuarial Value of Assets
Table V-5
Schedule of Funding Progress
Unfunded AL
Actuarial Acfuarial Yalue Actuarial Urfunded Funded Covered asa % of
Valuation Date  of Assets (AVA) Liability (AL) AL Ratio  Payroli Covered Payrol)
June 30,2012  § 1,762,973 5 2,884,109 $ 1,121,136 61%  § 225,859 496%
June 30,2011 1,788,669 2,770,227 981,567 65% 228,936 429%
June 30, 20§07 1,729,413 2,510,358 780,945 6%% - 300,811 260%
June 30, 2009 * 1,756,558 2,486,155 729,597 7% 323,920 226%
June 390, 2007 1,622,851 1,960,943 338,092 83% 284,495 116%
June 30, 20051 1,384,454 1,711,370 - 326916 81% 286,446 1i4%
June 30, 2003 1,280,719 C 1,311,691 30,972 98% 292,96t 11%
June 39, 2001 1,060,144 - 1,072,333 12,189 99% 252,696 5%
Notc: Resuits prior ta 6/302010 were calculated by the prior actuary Amowiisiin theusands

' Demographic assumplion changes ncreased AL by $33 million.

2 Demographic and economic assumption changes, including redueing the investmont return agsumption frem 8.25% to 7.75% incrcascd the Al
by 3229 mittion.

* Increasing-the investment return assumprion from 7.75% to 7.95% decreased the AL by $59 million.

* Demographic and ecommmic assumption changes, including redicing te investment reuen assumption from 7.95% to 7.5% increased the AL
by §188 million.

{HERON 28
GURZA000812



FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 38, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION.
Table A-1
San Jose Federated City Emplayees” Retiremenl System
Active Member Data
June 39, 2012 June 30, 2011 % Change |
- {Totat
Cour 3,076 3.274 (6.0%)
Average Current Age 46.0 . 459 0.2%
Average Service 124 12.3 0.8%
Annual Expected Pensionable Earnings $ 225,859,144 % 228,936,398 (£.3%)
{Averape Expected Pensionable Earnings 5 73,426 % - 69,926 5.0%
Table A2
San Jose Federated City Employees™ Retirement System
Non-Active Member Data
Count " Avecrage Age )
June 3¢, 2012 Jume 30,201t YChange  June 39,2012 Junc 30, 2011 %(313“&
Tofal _
" IRetired & Disabled 3,143 2,979 5.5% 68.0 679 0.1%
{Beneficiaries 459 449 2.3% 74.0 730 1.4%
Payec Tetzl 3,602 3,428 5.1% 68.8 68.5 9.4%
Tnactives 967 869 11.3% 45.3 45.6 -0.7%
Tahle A-3
San Jnse Federated City Employecs' Retirement System
Naon-Aetive Member Data
Totsl Arnuat Benefit® Average Annun! Benefit*
June 34,202 June 39, 2011 %Change June3$, 2012 Juned®, 2011 YoChange |
Total _ ' .
Retired & Disabled § 132,923,227 $ 121,366,908 95% % . 42292 % 40,74} 3.8%
Beneficiaries 9,140,022 8,501,980 7.5% 19,913 18,935  52%
Payee Total $ 142,063,249 § !29,868,_888 9.4% 39446 % 37,885 4.1%
hactives** $ 13400571 % 11,556,998 160% § 13,867 3 13,299 4.3%
*  Benefits provided jn Jure 30 valuation data
*? For Inactives, benc(il is cafoulated based en the dala assumptions and methods outlined i_n Appendix A.
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APPENDIX A
MEMBERSHIP INFORMATION

Errort Not » valld link.
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION

Tahle A-6 .
Snn Jose Federated Cify Employees' Retbrement System
Retirees ond Disabied by Atfalned Age and Benefit Effective Diate
as nlJupe 34, 2012
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FEDERATED €ITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION
Table A-7
San Jose Federated City Employces’ Retirement System
Distribution of Retirees, Pisabled Members,
and Beneficiaries as of June 30, 2012
Age Count
Under 50 | 41
50 to 54 90
5510 59 551
6010 64 740
65 to 69 692
ot 74 513
75t 79 ' 355
80 10 84 270G
85 t0 89 - 239
90 and up Tit
Total 3,602
Chart A-1
Count Distribution
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APPENDIX A
MEMBERSEIP INFORMATION
Tablc A-8
San Jose Federated City Employees' Retirement System
Distribu tion of Retirees, Pisabled Members,
and Beuneficiaries as of June 30, 2012
Age ' Annual Benefit
Under 50 $ ' 966,099
50 to 54 o ' 4,786,408
55 to 59 : 25111197
60 to 64 34,527,296
65 to 69 : T 29.006,419
70 to 74 ' 19,805,331
75t079 . 11,586,892
80 to 84 : 8,110,577
85t089 5,865,279
90 and up : . 2.297.751
Total $ o 142,063,249
Chart A-2
{Benefit Distribution|
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 39, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION

Data Assumptions and Methods

In preparing our data, we relied without audit on information supplied by the San Jose
Department of Retirement Services. This information includes, but is not limited to, plan
provisions, employee data, and financial information. Our methodology for obtaining the data
used for the valuation is based upon the following assumptions and practices:

Records on the “Active” data file are considered to be Active if they do not have a reason for
termination,

Records on any of the data files are considered to be Inactive if they have a reason for
termination of deferred vested or leave of absence/inactive.

Records on the “Retiree” and “Beneficiary/QDRO” files are considered in pay status if they
do not have a date of death, are not inactive and have not withdrawn from the plan.

Service for actives that have no service amount is caleulaled to be the time from date of hire
to the valuation date..

Service for inactives that have no service amount is calculated to be the time from date of
hire 10 date of termination.

Thc most recent annual salary for actives is set to be “earnable income.” If “camable
income” was not provided, then the most recent annual salary is calculated 10 be
“compensation rate 2” multipticd by 26,

The annual benefit for inactives is equal to 2.5% of final compensation per year of service,
up to a maxirnum of 75% of final compensation. Members who terminated prior 1o June 30,
2001 have their final compensation adjusted for a three-year average rather than a 12-month
average.

We assume any member found in last year's “Retiree” file and not in this year’s file has
deceased without a beneficiary and should be removed from the valuation datd.

We assume all deceased members with payments continuing to a beneficiary have already
been accounted for in the “Retiree” file.
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JUNE 30, 2012 ACTUARIAL VALUATION

APPENI}IX B
ACTUARJAL ASSUMPTIONS AND METHODS

A, Actuanal Assum ptions .
1. Investment Return Assumption
| Assets are assumed to earn 7.5% net of investment.
2. Interest Credited to Member Contributions
3.00%, compounded annually.
3. Administrative Expcnses

0. 70% of payro]l is addcd to the normal cost of the system for expected admlmstratwc
cxpcnses

4. Future SRBR transfers

0.35% of the Market Value of Assets is added to the employer norma] cost to estimate thc
average net transfer to the SRBR.
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FEDERATED CiTY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL YALUATION

APPENDIX B
ACTUARIAL ASSUMFPTIONS AND METHODS |

5. Salary Increase Rate
Wage inflation component: 3.25%

In addition, the following merit component is added based on an individual member’s
years of service: : :

Table B-1

Salary Merit Increases
Years of Service Merit/ Longevity
Q 4.50%
I 3.50
2 2.50
3 1.85
4 1.40
5 1.15
6 0.95
7 0.75
& 0.60
9 0.50
10 045
1] ¢.40
12 0.35
13 0.30
14 0.25
15+ 0.25

6. Family Composition

Percentage married is shown in the following Table B-2. Male relirees are assumed to be
three years older than their partner, and female retirees ate assumed to be two years
younger than their partner.

Table B-2 -
Pereentage Married

Gender Percentage

Males 80%
Females - 60%
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FEDERATED CITY EMPLOYEES® RETIREMENT SYSTEM
JUNE 38, 2032 ACTUARIAL VALUATION

A

FPENDIX B

ACTUARIAL ASSUMPTIONS AND M.ETHODS

7. Rates of Termination

Sample rates of termination are shows in the following Table B-3.

Table B-3
Rates of Termination
: : 5 or more
8§ Years of .1-4 Years of - Years of
Age Service Service Servlee
20 20% 10.00% 5.50%
25 20 10.00 5.30
30 20 9.50 . 4.85
35 20 7.20 4.20
40 20 5.60 3.00
45 20 4.60 1.85
50 20 4.00 1.75
55 20 4,00 0.00
60 20 4.00 .00
65 0 0.00 §.00

* Withdrawa¥iermination rates do ot apply once a member is eligibite for retirement

20% of terminating employees are assumed to subsequently work for a reciprocal
employer and receive 3.25% pay increases per year.

8. Rates of Refund

Sample rates of vested terminated employees electing a refund of contributions are shown

in the following Table B-4.

Table B-4
Rates of Refund
Age Refund
20 40.0%
25 30.0
ki) 25.0
35 20.0
40 15.0
45 10,0
50 4.0
55 0.0
{ FHEIRON 37
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

S APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

9. Rates of Disability

Sample disability rates of active participants are provided in Table B-5,

. Table B-5
Rates of Disability at Selected Ages

Age Disability
20 0.030%

25 0,033

30 0.056

35 T 0.098

40 0162

45 .232

50 0.302

© 53 0,376

60 ' 0.455

65 0.504

70 (.000

50% of disabilities are assumed to be duty related, and 50% arc assumed to be non-duty.
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JUNE 30, 2012 ACTUARJAL VALUATION

| APPENDIX B
' ACTUARIAL ASSUMPTIONS AND METHODS

10. Rates of Mortality for Healthy Lives .

‘Mortality rates {or actives, retivees, beneficiaries, terminated vested and reciprocals are
based on the male and female RP-2000 combined employee and annuitant tables. To
reflect mortality improvements since the date of the table and {o project future mortality
improvements, the tables are projected to 2015 using scale AA and setback two years,
The resulting rates are used for all age cohorts,

: Table B-6
Rates of Mortality for Active and Retlired
Healithy Lives at Selected Ages
Ape . Male Female
20 0.0237% 0.0152%
25 0.0297 0.0155
30 : 0.0365 .0196
35 0.0585 0.0344
40 0.0881 0.0484
45 0.1100° 0.0747
500 0.1460 0.1092 -
55 0.2154 0.184]
60 ©.0.4140 0.3639
65 0.8104 0.7094
70 1.4464 1.2471
75 24223 2.0673
80 4.3489 3.3835
- A HEIRON 39
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JUNE 30, 20§2 ACTUARIAL VALUATION

- APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

11, Rates of Mortality for Retired Disabled Lives

Morta'lity rates for disabled retirees are based on the CALPERS ordinary disability
moriality tables from their 2000-04 study for miscellancous employees.

Table B-7
Rates of Mortality for Disabled Lives at Sclected
Ages '
Age Male Female
20 0.664% 0.478%
25 0.719 0,492
30 0.790 0.512
35 0.984 0.548
40 1.666 6.674
45 1.646 0.9385
50 1.632 1.245
55" 1.936 1.580
60 2293 1.628
65 3.174 1.969
70 ' 3.870 3.019
75 6.001 3915
80 _ 8.388 5.555
A HEIRON 40
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APPENDIX B
ACTUARIAL ASSUMPTIO NS AND METHODS

12, Rates of Retirement

Rates of retirement for Tler 1 members are based on age according {a the followmg Tabie
B-8 — Tier 1.

Table B-8 « Tier 1
Rates of Retirement by Age and Service
Less than 30 Years of 30 or more Years of
Age - Serviece Service
50 0.0% 60.0%
51 : 0.0 -60.0
52 0.0 60.0
33 0.0 60.0
54 0.0 60.0
55 17.5 . 300
56 8.5 300
57 : 85 ' i 50.0
58 . 85 : 500
59 9.5 50,0
60 - 9.5 : 300
61 160 _ 50.0
62 . 16.0 50.0
63 16.0 . 5306
64 16.0 ' 50.0
65 25.0 60.0
66 250 - 60.0
67 250 - 60.0
63 250 60.0
69 25.0 - 600
70 & over ) 100.0 100.0
{HHEIRON | 41
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APPENDIX B
ACTUARJAL ASSUMPTIONS AND METHODS _

Rates of retirement for Tier 2 members are based on age according to the following Table
B-8 - Tier 2.

Table B-8 - Tier2
Rates of Retirement by Age and Service
Less than 32.5 Years  32.5 or more Years
Age of Service ' of Service

55 4.0% 7.0%
56 0 6.0
57 30 6.0
58 3.0 6.0
59 5.0 10.0
60 7.5 15.0
61 . 10.0 25.0
62 10.0 25.0
63 : 10.0 25.0
- 04 16.0 250
65 ' 40.0 70.0
66 250 " 500
67 : 25.0 50.0

68 25.0 _ 50.0-
69 254 50.0

70 & over 160.0 (000

13. Deferred Member Benefit

The benefit was estimated based on information provided by the Department of
Retireinent Scrviees. The dala used to value the estimated deferred benefit were credited
service, date of termination, and last pay rate. Based on the data provided, highest
average salary was estimated. :

14, Other

The contribution requiremenis and benefit values of a plan are calculated by applying
actuarial assumptions to the benefit provisions and member mformatmn using the
actuarial funding methods described in the following section.

Actual experience of Federated will not coineide exactly with assuned experiences,
regardless of the choice of the assumptions, the skill of the actuary or the precision of the
many cealeulations made. Each valuation provides a complete recalculation of assumed
future experience and takes into account all past differences between assutned and actual
experience. The result is a continual series of adjustments to the computed contribution
rate. From time fo time it becomes appropriate to modify one or more of the
assumptions, fo refleet experience trends, but not random year-to-year fluctuations.
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~ APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

15. Changes Since Last Valuation

None.
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

B. Actuarial Mcthods

L

5‘

Actuarial Funding Method

The Entry Age Normal actuarial funding method was used for active employees, whereby
the normal cost is computed as the level annual percentage of pay required to fund the
retirement benefits between each member’s date of hire and assumed retirement. The
actuarial Hability is the difference between the present value of future benefits and the
present value of {uture normal costs and represents the target amount of assets the Systems
should have as of the valuation date to fund the benefits as a level percentage of payroll,

Asset Valuation Méthod

For the purpose of defermining the Emnployer’s confribution, an actuarial value of assets
is used. The asset smoothing method dampens the volatility in asset values that occur
because of fluctuations in market conditions, resulting in a smoother pattern of
contribution rates. '

The actuarial value of assets is caleulated by recognizing 20% of the difference in each of
the prior four years of actual investiment returns compared to the expected teturn on the

_ market value of assets.

Amortization Method

The unfunded actuarial liability is the difference between the actuarial liability and the
actuarial value of assets. The unfinded actuarial liability as of June 30, 2009 is
amortized as a level percentage of Tier 1 and Tier 2 pay over a closed 30-year petiod
commeneing June 30, 2009. Actuarial gains and losses, assumption changes, and plan
changes are amottized as a level pereentage of Tier 1 and Tier 2 pay over 20-year petiods
beginning with the valuation date in which they first arise. To remain a level percentage
of expected future payroll, each annual amortization payment increases by the payroll
growth assumption of 3,25%.

Supplemental Retirce Benefit Reserve (SRBR)

Beginning with last year’s valuation, the SRBR balance is added to the actuarial liability
and the assets are included in the actuarial value of assets. In prior valuations, the SRBR
balance was excluded from both the actuarial liability and the actuarial value of assets.
Contributions

At its November 2010 ineeting, the Board adopted a policy setting the City’s contribution

to be the greater of the dollar amount reported in the actarial valuation (adjusted for
interest based on the time of the contribution) and the dollar amount determined by
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JUNE 30, 2013 ACTUARIAL YALUATION

APPENDIX B
" ACTUARIAL ASSUMPTIONS AND METHODS

applying the percent of payroll reported in the actuarial valuation to the actual payroll for
- the fiscal year. The City and Member contributions determined by a valuation become
effective for the fiscal year commencing one year afier the valuation date.
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JUNE 30, 2012 ACTHARIAL VALUATION

 APPENDIX C
SUMMARY OF PLAN PROVISIONS
FIER 1

Membership Réquirement

Participation in the Plan is immediate upon the first day of fulltime employment for
members hired before September 30, 2012,

Final Compensation

Members who separated from city service prior to June 30, 2001

The highest average annual compensation carnable during any period of thrcc consecutive
years.

Members who separated from cify service on or after June 30, 2001

The highest average annual compcnsat:on earnablc during any pcnod of twelve consceutive
months, :

Credited Service
One year of service credit is given for 1,739 or more hours of Federated city service rendered

in any calendar year. A partial year (fraction with the numerator equal to the hours worked,
and the denominator equal to 1,739) is given for each calendar year with less than 1,739

" hours worked.

‘Member Contributions

Member

The amount needed to fund 3/11 of benefits accruing for the cument year,  These
contributions are credited with interest at 3.0% per year, compounded annually.

Emplover

The Employer contribu tes the remaining amounts necessary 10 mamtam the soundness of 1he
Retirement System.

Service Rctirement
Ehgibility

Age 55 with five years of service, or any age with 30 years of service.

Benefit - Member

2.5% of Final Compensation for each year of credited service, subject to a maximum of 75%
of Final Compensation. :
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APPENDIX C
~ SUMMARY OF PLAN PROVISIONS
TIER 1

Benefit - Survivor

50% of the service retirement benefit paid to a qualified survivor.

Service-Connected Disability Retirement

Eligibility
No age or service requirement.

Benefit - Member

- 2.5% of Final Compensation for each year of credited service, su bject 10 a minimum of 40%

and a maximum of 75% of Final Compensation. Workers’ Compensation benefits are
generally offset from the service-connected benefits under this system.

Renefit - Burvivor

50% of the disability retirement benefit paid to a qualified survivor,

Non-8ervice Connected Disability Retirement |

Eligibility

Five years of service.

Benefit - Member

Members who were hired prior to September 1, 1998:

The amount of the service-connected benefit reduced by 0.5% for each year that the
disability age preceded 55.

Members who were hived on or afler September 1, 1 998:

20% of Final Compensation, plus 2% of Final Compensation for each year of credited
service between six and 16 ycars, plus 2.5% of Final Compensation for each year of credited

service inexcess of 16 years, subject to a maximum of 75% of Final Compensation.

Benefit - Sﬁrvivor

50% of the disability retirement benefit paid to a qualified survivor.
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~ APPENDIX C
: SUMMARY OF PLAN PROVISIONS
" . TIER 1
8. Death While an Active Empioyee

Less than five Years of Service, or No Qualified Survivor

Lump sum benefit equal fo the accumulated refund of all employee contributions with
interest, plus one month of salary for each year of service, up to a maximum of six years.

Five or more Years of Service

2.5% of Final Compensation for each year of credited service, subject to a minimum of 40%
and a maximum of 75% of Final Compensation. Thie benefit is payable until the spouse or
registered domestic partner marries or establishes a domestic partnership. If the member was
age 55 with 20 years of service at death, the benefit is payable for the lifetime of the
member’s spouse or registered domestic partner.

9. Withdrawal Benefits

Less than five Years of Serviee

Lump sum benefit equal to the accumulated employece contributions with interest.

Fivc or more vears of credited service

The amount of the service retirement benefit, payable at age 55,
in. Additional Post-retirement Death Benefit

A death benefit payable as a fump sum equal o $500 will be paid to a qualified survivor
upon the member’s death.

1. Post-retirement Cost-ofLiving Benefit
Benefits are increased every April i by 3.0%, regardless of actual inflation.

12. Supplemental Retirvee Benefit Reserve (SRBR)
Each year, 10% of Excess Earnings, if any, are transferred to the SRBR, and the SRBR
balance is credited with interest equal to the actual rate of return up to the actuarially
assuned investinent return, but not fess than $0. The interest credited to the SRBR balance is

_distributed fo retirees and beneficiaries along with any balanee (before interest crediting) in -
excess of the minimum balance established by the Board ($7,000 pet retiree/beneficiary).
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APPENDIXC
SUMMARY OF PLAN PROVISIONS
TIER 2

Membership Requirement |

Any person who is hired, rehired or reinstated by the City on or after September 30, 2012.
Final Compensation

The average annual compensation earnable during the highest three conseecutive ycaIS: of
service. Final compensation only includes base pay, excluding premium pay and any other
additional compensation. .

Credited Service

One year of service credit is given for 2,080 or more hours of Federated city service rendered
in any calendar year, A partial year (fraction with the numerator equal to the hours worked,
and the denominator equal to 2,080) is given for each calendar year with less than 2,080
hours worked.

Member Contributions

50% of total Tier 2 contributions to the pension plan, including, but not limited to
administrative expenses, normal cost and unfunded actuariaf liability.

Unredaced Service Retirement
Eligibility
Age 65 with five years of service.

Benefit — Mentber

2.0% of Fina] Compensation for each year of crédited_ service, subject to 4 maximum of 65%
of Final Compensatjon.

Bencfit - Survivor

Single life annuity,
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~ APPENDIX C
SUMMARY OF PLAN PROVISIONS
TIER 2

6. Early Service Retirement
Eligibility
Age 55 with five years of service.
Benefit - Member
Reduced benefit actuarially equivalent to the unreduced service tetirement benefit
- commencing at age 65, The early retirement reduction is applied to the benefit after the
application of 1he maximum of 65% of final compensation,
. 7. Service-Conneeted Disability Retirement
| Eligibitity
Mo age or service requirem(:nt:

Benefit - Member

Monthly benefit equivalent to 50% of Final Compensalion less the amounts specified in
Section 3.28.1330 and Section 3.28.1340.

8. Non—Scn}ice Connected Disability Retirement
Eligibility
Five years of service.

Benefit - Member

2.0% of Final Compensation for each year of credited service, subject to a minimum of 20%
of Final Compensation and a maximum of 50% of Final Compensation less the amounts
specified in Section 3.28.1330 and Section 3.28.1340.

9. Death Before Retirement

If death oecurs before retirement eligibility is reached

Lump sum benefit equal 10 the accumulated refund of all empioyée contributions with
irtercst,

If death ocenrs after retivement e_iigibiiitv is reached

Benefit equivaient to what the employee would have received if retired at the time of death.
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APPENDIX C _
SUMMARY OF PLAN PROVISIONS
TIER 2

Emplovees killed in the line of dug:.
Monthly benefit equivalent to 50% of Final Compensation.
19, Withdrawal Benefits

Less than five Years of Service

Lump sum benefit equal to the accumulated employee contributions with interest.

Five or more years of credited service

The amount of the service retirement benefit, actuarially reduced for early retirement, and
payable when retirement eligibility is reached.

11. Benefit Forms

_ Annuity benefits are paid in the fonm of a life annuity or an actuarially equivalent annuity
with 50%, 75% or 100% continuance to a survivor.

12. Post-retirement Cost-of-Living Benefit

Benefits are increased every April 1 by the change in the December CPI-U for San Jose-San
Francisco-Oakland, subject to a cap of 1.5%. The first COLA after retirement shall be
prorated based on the number of months retired.

Note: The summary of major plan provisions is designed to outline prineipal plan
benefits, If the Department of Retirement Services should find the plan Summary nrot in
accordance with the actual provisions, the actuary should immediately be alerted so the
‘proper provisions are valued.
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30, 2012 ACTUARIAL VALUATION

. APPENDIX D
GLOSSARY OF TERMS

Actuarial Liability

The Acwarial Liability is the difference between the present value of all future system
benefits and the present value of total future normal costs. This is also referred to by some
actuar;cs as the “accrued liability” ot “actuarial accrued liability

Actuarial Assumptions

Estimates of future expetience with respect to rates of mortality, disability, turnover,
retirement rate or rates of investment Income and salary increases. Demographic
assumptions (rates of mortality, disability, turnover and retirement) are generally based on
past experience, often modified for projected changes in conditions. Economic assumptions
{salary increases and investment income) consist of an undetlying rate in an inflation-free
environment plus a provision for a long-term average rate of inflation.

Accrued Service

Service credited under the System which was rendered before the date of the actuarial

‘valuation.

Actuarial Equivalent

A single amount or series of amounts of equal actuatial value to another single amount or
serics of amounts, computed on the basis of appropriate actuarial assumptions, -

Actuarial Funding Method
A mathematical budgeting procedure for atlocating the dollar amount of the actuarial present

vajue of a retirement system benefit between future normal cost and actuarial accrued
liability. Sometimes referred to as the “actuarial funding method.”

.. Actuarial Gain (Loss)

The difference between actual experience and actuarial assumption anticipated experience
during the period between two actuarial valuation dates.

. Actuarial Present Value

The amount of funds cureently required to provide a payment or series of paymeuts in the
future. I¢ is determined by discounting fiture payments at predetermined rates of interest,
and by probabilities of payment.

HEIRON 52
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FEDERATED CITY EMPLOYEES' RETIREMENT 5Y5STEM
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX D
GLOSSARY OF TERMS

8. Amortization

Paying off an interest-discounted amount with periodic payments of i interest and principal—
as opposed to paying off with a lump-sum paymcn(

9. Annuai Required Contribution (ARC) under GASB 25

The Governmental Accounting Standards Board (GASB) Statement No. 25 defines the Plan
Sponsor’s “Annual Required Contribution” (ARC) that must be disclosed anmually. The
System Employer-computed contribution rate for FYE 2014 meets the parameters of GASB
25.

10. Normal Cbst

The actuarial present value of retirement system benefits allocated 10 the current year by the
actuarial. funding method.

11. Set back/Sect forward

Set back is a period of years that a standard published table (i.e., mortality) is referenced
backwards in age. For instance, if the set back period is two years and the participant’s age is
currently 40, then the table value for age 38 is used from the standard published table. It is
the opposite for set forward. A system would use set backs or set forwards to compensate for
mortality experience in thclr work force.

12. Unfunded Actuarial Liability (UAL)

The unfunded actuarial liability represents the difference between actuarial .Eiability and
valuation assets, This value is sometimes referrcd to as “unfunded actuarial acecrued
{iability.”

Most retirement systemns have unfunded aectuarial liabilitics, They typically anse each time
new benefits are added and cach time expcr:enec losses are realized.

The existence of unfunded actuarial accrued liability is not in itself an indieator of poor
funding, Alse, unfunded actuarial Habilities do not represent a debt that is payable today,
What is important is the ability of the plan sponsor to amortize the unfunded actuarial
fiability and the trend in its anount (after due allowance for devaluation of the doltar).

{ HEIRON | 53
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Classic Values, Innovative Advice

LETTER OF TRANSMITTAL

December 21, 2012

Board of Administration

City of San José Police and Fire Department Retirement Plan
1737 North 1¥ Street, Suite 580

San José, California 95112

Dear Members of the Board:

The purpose of this report is to present the June 30, 2032 actuarial valuation of the City of
San José Police and Fire Department Retirement Plan (“Plan’). This report is for the usc of
- the Board of Administration and its auditors in prepering financial reports in accordance with

applicable laws and accotnting requirements.

On June 5, 2012, voters approved Measure B which would make a number of changes (o the
Plan. We understand that most of the changes will not he implemented untif a cowrt rules on
their legality, end to date, no implementing ordinances have been adopted by the City.
Consequently, the provisions of Measure B are not reflected in this valuation.

The key results of the valuation are shown in the table below.

- Summary of Key Valuation Results _
Valuation Date : 6/30/2012 - 6/30/2611
Discount Rate 7.25% 7.50%
Actuaria) Liability (AL) - $ 34303 $ 3,190
Actuarial Value of Assets (AVA) $ 2,703.5 $ 2,685.7
Unfunded Actuarial Liability (UAL) $ 726.8 $ 5103
AVA Funded Ratio 78.8% $4.0%
Market Value of Asgefs (MVA} $ 2,578.9 $ 2,627.7
MVA Funded Ratio 75.2% 82.2%
Fiscal Year Ending - 6/30/2014 63012013
Aggregate Contribution Rates
Member N
Normal Cost Rate 11.6% 11.0%
UAL Rate 0.1% 0.1%
Total Member Rate S 11.7% 11.2%
City :
Normal Cost Rate : 34.7% 33.4%
UAL Rate ' -35.8% 24.3%
Total City Rate _ 70.5% 57.7%
Expecied Payroll $ 188.0 $ 190.7
1 City Contribution Amounts
Beginning of Year LI 128.0 $ 106.1
Middie of Year $ 132.6 $ 110.1

1750 Tysons Boulevard, Suite 1 100, McLean VA 22102 Tel: 7038931450 Fax: 703,853.2000

Doltar amounts in millions
P
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Board of Retirement
December 21, 2012
" Page ii

The City contribution rates and amounts shown above are before adjusting for the offset due
to the charge to the SRBR. This eharge reduces the City’s contribution rate for Fiscal Year
Ending (FYE) in 2013 by 0.46% and approximately $0.8 million as of the beginning of the
fiscal year, and reduees the City's contribution rate for FYE 2014 by 0.82% and
approximately $1.5 million as of the beginning of the fiseal year. '

At its December 2012 meeting, the Board reduced its investment return assumption from the
7.50% that was used in the prior valuation to 7.25%. The reduction in the assumption
increased the measure of actuwarial liability by approximately $108 million and the normal
cost rate by approximately 2.5% of payroll. More details on the impact of this change and
the experience during the year are found in the remainder of the report.

In preparing our report, we relied on information (some oral and some written) supplied by
the City of San José Department of Retirement Services. This information includes, but is not
limited to, the plan provisions, employee data, and financial information. We performed an
informal examination of the obvious characteristies of the data for reasonableness and
consistency in accordanee with Actuarial Standard of Practiee #23.

We hereby eertify that, to the best of our knowledge, this report and its contents have been
prepared in aceordance with generally recognized and aceepted actuarial principles and
practices which are consistent with the Code of Professional Conduct and applicable
Actuaria) Standards of Practice set out by the Aectuarial Standards Board. TFurthermore, as
crédentialed actuaries, we mect the Qualification Standards of the American Academy of
Actuaries to render the opinion contained in this report. ' This report does not address any
contractual or legal issues. We are not attorneys and owr [irm does not provide any legal
services or advice, ' '

This aetuarial valuation report was prepared for the Board of Administration for the purposes
described herein and for the use by the plan auditor in completing an audit related (o the
matters herein, This actuarial valuation report is not intended to benefit any third party, and
Cheiron assumes no duty of liability to any such party.

Sincerely,
Cheiron

G%L@ . s 1, Wbk

warski, FSA, FCA, EA, MAAA  William R. Hallmark, ASA, FCA, EA, MAAA
Principal Consulting Actuary Consulting Actuary
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2082 ACTUARIAL VALUATION

SECTION 1
BOARD SUMMARY

The primary purpose of this actuarial valuation is to report, as of the valuation date, on the
following: ' '

The financial condition of the City of San José Police and Fire Department Retirement
Plan; _

Past and expected trends in the financial condition of the Plan,

The Members’ and City’s contribution rates for.the Fiscal Year Ending Junc 30, 2014,
and

Information required by the Governmental Accounting Standards Board (GASB).

The principal valuation results are summarized in this section, including a brief description of the
basis upon which the contributions were determined and an examination of the current financial
condition of the Plan. In addition, the key historical trends and prajected financial outlack for
the Plan are reviewed.

A. Valuation Basis

Member coniribution rates are set equal ta the sum of:

A portion (3/1 ™) of the Entry Age Normal Cost Rate (excluding recipraciiy),
A historical share of the assumed administrative expenses, and
A portion of the U AL Rate anributable 1o certain benefit improvements.

The Plan’s funding policy sets the City’s contribution rates equal to the sum of:

.

A portion (8/1 1'") of the Entry Age Normal Cost Rate (excluding reciprocity),

The Reciprocity Rate which is the prefunding of the lability for reciprocal benefits with
gertain other California public pension plans,

A historical share of the assumed administrative expenscs,

The assuined annual cost of the SRBR, and

‘The remaining portion of the UAL Rate.

Beginning with the June 30, 2011 valualion, any changes in methods or assumptions are
amortized over a closed 20-year periad, and all other portions of the UAL are amortized over
a closed 16-year period fron the valuation in which they are first recognized.

-~ {
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RET]REMENT PLAN
JUNE 390, 2012 ACTUARIAL VALUATION

SECTION 1
BOARD SUMMARY

B. Current Financial Condition

On the following pages, we summarize the key results of the June 30, 2012 valuation and
how they compare to the results from the June 30, 2011 valuation.

1.

Membership:

As shown in Table I-1 below, total membership declined 0.6% from 2011 to 2012,
Terminated vested membership decreased by 27.2% duc to the farge number of
terminations that happened just before the June 30, 2011 valuation and who subsequently
took a refund of contributions. There was also a small reduction in total payroll caused
by a decrease in both the number of overall active members and average pay per member.

Table I-1
Total Membership _

Ttem _ June M), 2012 June 3@, 2011 % Change
Active Members .

Police : 1,076 1,122 -4, 1%

Fire 642 613 4.7%

Total Active Members 1,718 . 1,735 -1.0%
Terminated Vesteds ' 166 228 27.2%
Service Retirees 861 : 824 4.5%
Disabled Retirces ' 829 ' 812 2.1%
Beneficiaries 252 249 1.2%
Total Members 3,826 3,848 -0.6%
Active Member Payroll

Police 3 165 ~  $ 1217 -4.3%

Fire _ 71.5 69.0 3.6%

Total Payroll b 188.0 $  .190.7 -1.5%
Average Pay per Active Member _ _ :

Palice § 108,228 $ 108,499 -0.2%

Fire $ 118,378 $ 112,546 -1.0%

. Total Average Pay $ 109,405 $ 109,929 -0.5%

Total payroll amounts in millions

Asseis and Liabilities:

Table I-2 on the following page compares the assets, liabilities, UAL, and funding ratios
betwcen June 30, 2012 and June 30, 2011, The key results shown in Table 1-2 indicate

that the total actuarial liability increased by 7.3% and the market value of assets

2
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.ClT\' OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 38, 2082 ACTUARIAL VALUATION -

SECTION {
BOARD SUMMARY

decreased by 1.9%. The Plan employs an asset smoothing method which dampens
investment market volatility. For this year the smoothed value of asscts (called the
actuarial value of assets) increased by 0.7%. The ratio of the actuarial value of assets fo
the market value of assets increased from 102% to 105%, indicating that the deferred
losses are greater than the deferred gains. Finally, due to the investment loss and the
_reduction of the investment return assumption from 7.5% o 7.25%, the overall funding
deficit (actuarial value of assets less actuarial liability) increased from $510.3 million to
$726.8 mitlion, resulting in a decrease in the funding ratic fromn 84.0% to 78.8%. Based
on the market value of assets, the funding ratio decreased from 82.2%to 75.2%.

Table I-2
Asseis and Liabilities _

ltem June 36,2012 Juwne 38, 2011 % Change
Actuarial Liability

Actives § 11,0875 $ 1,020 6.4%

Terminated Vesteds 285 26.7 6.9%

Serviee Retirces 1,3193 1,210.1 0.0%

Disabled Retirees B 865.5 812.6 6,5%

Beneficiaries ' 96.9 ot.3 - 6.1%

SRBR Balance : 325 334 «2.7%

Total Actuarial Liability $ 3,4303 £ 3,{96.0 7.3%
Market Value of Assets 5 2,578.9 $ 2,627.7 -1.9%
Actuarial Value of Assets £ 27035 $ 2,685.7 0.7%
Unfunded Aciuarial L_iab_iiity 8 726.8 3 53103 42.4%
Funding Ratio — Market Value 75.2% 82.2% -8.6%
Funding Ratic — Actuarial Value 78.8% " 84.0% ~6.2%

Amounts in millions

. Contribulions:

Table 1-3 shows sources for the change inthe City contribution rate from the rale that was
- caleulated in the prior.repott and the rate that was expected to be calculated in this report.
The plan experience slightly reduced the City’s contribution compared to what had been
expected based on the prior valuation, but the change in the investment return assumption
increased the contribution by 10 million doHars. '

- 3
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CITY OF SAN JOSY POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
' JUNE 30, 2012 ACTUARIAL VALUATION

SECTION
BOARD SUMMARY
: Table I-3 .
Reconciliation of Changes in Contribution Rafes and Amounts
City City  City BOY City

Member Normal UAL  Total Projected Coniribufion
- Rate Cost Rate Rste Payroll Amoant

k. FYEZOI3 Contribution 11.2%  33.4% 243% 51”6 § 1907 ¥ 106.1
2. Expected FYE 2014
Contribution ' “11.2% 33.7% 306% 643% § 1907 § 1182
3. Changes Due to Plan Bxperience
a. Investment experience 0.0%  0.0% 2.8% 28% § 1507 3 | 5.1
b. SRBR 00% -03% -04% -06% $ 1907 $ (1.2)
¢. Demographic experience 02%  04%  -1.5% . -1.9% § 190.7 $ (3.6}
d. Payrol Change ' 0.0%, 0.0% 0.5%  0.5% $ 188.0 $ (0.9)
e. Assumption Change 0.7% 1.8% 3.8% 56% $ 188.0 $ 103
f. Subtotal 0.5% L1L1% 52% 63% $§ I8B.0 § 9%
3 183.0 $ 1280

4, FYE 2014 Contribution 11.7% 34.7% 358% 70.5%

Dotlar amounis in millions

The contribution rates and amounts shown abave are prior to adjustment for the offset in City
coniribution rates and amounts due to the charge to the SRBR. This charge applies whenever the
‘City’s contribution rate increases due to poor investment performance, and it reduces the City’s
contribution rate for FYE 2013 by (.46% and approximately $0.8 million, and reduces the City’s
contribution rate for FYE 2014 by 0.82% and approximately $1.5 million, In Section 1V of this
report, we provide more detail on the development of this contribution rate.

ot | 4
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CITY OF SAN JOSE FOLICE AND FIRE. DEPARTMENT RETIREMENT FLAN
JUNE 39, 2012 ACTUARIAL VALUATION

SECTION 1
BOARD SUMMARY

C. Historical Trends

Despite the fact that most of the attention given to the valuation is with respect to the most
recently computed unfunded actuarial Hability, funding ratio, and contribution rates, it is
important to remember that each valuation is merely a snapshot of the long-term progress of
a pension fund. It is more important to judge & current year’s valuation result rejative 1o
historical trends, as well as trends expected into the future,

The chart below shows the historical trends for assets (both market and smoothed) vorsus the
actuarial liability, and also shows the progress of the funding ratios since 2001. From 2001 to
2012, (with the exceptions of 2007 and 2011), the funding ratio has declined primarily
because the plan has experienced lower than expected investrnent returns and has reduced its
_assumption of future invesiment returns. '

Assets and Liabilities 20012012

Assets and Liabilities
115% 100% . 98% 100% 87% 80% 384% 79%
g $4 _ |
3 wu7G Actuarial Liability = @~ Assets-Smoothed Value
= . ;
— e Agsets - Market Value
33 '
$2 ::'r :
s Wi
$1 -—%‘% - 3
e &
- - o
e 7 e o
50 1 B : ] Lo S o M i .
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Starting in 2011 the assets for health were nof counted in the Market Value of Assels.

2001 2003 2005 2607 2009 2010 2011 2012
Funded Ralic} 114.8%} 108.2% ¥7.8% 99.7% 86.7% 79.8% 84.0%] 78.8%

UAL/(Surplus) | $ (21L.1}{ 8  (.1)|§ 443 b3 661% 393.905% 6538 | % S5103[§ 7268
: . Ampounts in millions
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* CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 3¢, 2012 ACTUARIAL VALUATION

SECTIONTI
BEQARD SUMMARY

The chart below shows the historical trends for the Plan’s contribution rates since the Fiscal
Year Ending June 30, 2003. All information shown prior to the Fiscal Year Ending June 30,
2013 was calculated by the prior actuary.

Employer and Member Contribution Rates for FYF 2003 - 2014

Confribution Rates
# City Rate W Member's Rate . - _ 10.55%
0% - '
60%
by £0.44%
§ 50% -
b 35 40%
S 40% - —
=14
: 30% |~ ' ;
0 o, Z3.53%
E 2097% 21.77% 25,,};: : ? 2% n.9%
20% 5 —~* o
201% 1261% 25 e o §3 %‘~ ]
8 44%, 8 44%@8 27%%3 z?%fff s.uwaz,xnw %34% 5. 34«/
: s b ga& ’
L 2 o & B
0% __Z*!JL& ji |
2003 2004 2005 2006 2067 2008 2009 2010 2011 2012 2013 2014
Kiscal Year End '

The key information in this chart is the increase in the employer contribution rate since FYE
2010, This increase is largely due to the poor investment earnings during 2008 and 2009, but
lower discount rates were also adopted effective for contribution rates in FYE 2012, 2013,
and 2014.

The chart on the following page represents the pattern of the Plan’s actuarial gains and
losses, broken into the investment and liability components. The chart does not include any
changes in the Plan’s assets and liabilities attr:butable to changes fo methods, procedures or
assumptions.

6
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT TLAN
JUNE 30, 2012 ACTUARTAL VALUATION

SECTION 1
BOARD SUMMARY

SIPF Historieal Gain/(Loss) 2005-2012

_ Actuarial Gains and (Losses)
§ $400 _
= =5 Investment GAL) wgs Liability GAL)
Z $300
— Net Experience G/L)
$200
$100
$0 -

($100) -

($200) . \/

(3309) : Plan Year Ending

'The key insights from this chart are:

» Investment losses (gold bars) in 2005 are part:ally offset by investitent gains from 2006
and 2007. From 2008 to 2012, there were additional investment losses. Since the
actuarial valuc of assets only recognizes a portion of the recent market fosses, additional

investment losses on the actuarial value of assets are expected nexi year,

» 'On the liability side, five of the six valuauons showed actuarial gains with 2009 as the
only exception. The actuarial gain in 2012 is primarily due to a combination of salary
and termination experience offset somewhat by retirement experience.

ERON 7
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

D. Projected Financial Trends

The analysis of projected. financial trends is an important part of this valuation. In this
Section, projections of the June 30, 2012 valuation results ate used to ilustrate the fiture
outlook for the Plan in terms of benefit security (assets compared to liabilities) and the
expected progression of conmbutaons

In the charts that follow, we project assels and labilities, the pay down of UAL, and City
contrlbuuons ot two different bases:

1} Assuming no gains or fosses compared to the assumptions (i.e., 7.25% return for 2012:13
and each and every year that foliows along with the assumed transfer to tie SRBR in
each year), and

2} Assuming returns shown in the table below. These are rates of return that vary each year
but aver the projection period equal on average the assumed 7.25% return, We do this in

order to illustrate the impact of volatility because the Plan’s retuens w1!i never be level
each and every yea,

. FYE 2013 2014 2015 2016 2017 2018 2019 2020 202} 2022
Return 20.0% 8.0% 3.0% 20.0% 0% 18.0% 13.0%  9.0%  -T0%  160%

FYE 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Return  9.0% -80% 8.4% 130% 160% -80% -16.0% 30.0% 250% -L0%

Please note that the investment returns shown above were selected solely to iHustrate
the impact of investment volatility on the pattern of funided status and City contribution
rates and amounts. They are notintended to be predietive of actual future contribution
rates or funded status or even to represent a realistic pattern of investment returms.

Pats 8
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CETY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

SECTIONT -
BOARD SUMMARY

Projection Set 1: Assets and Liabilities

The chart below shows asset measures (green and orange lines) compared to the actuarial
liability (gray bars). At the top of each chart is the progression of funding ratios. Thekey insight
from this chart is the steady projected improvement in funded ratios in the first chart, and how
varying investment returns can impact the progression of finding ratios. In addition, cven
though the varying returns produce the same average return, the funded status at the end of the
projection is only 90% compared to 100% with the 7.25% retum each year.

Chart 1: Projection of Assets and Liabilities, 7.25% return each yeas

$9,000 : . . —
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$5,000 2 B '
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$0
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2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032

Chart 2: Projection of Assets and Liabilities, varying veturns averaging 7.25% over time

$9,000 - '
% Actuarinl Linbility <~ Actuarisl Assets 882470

£8,0600 .
$7.000 - - Market Assels 9'};95%9

$6,000 ”_'%9

$5,000

$4,000 0% A s

$3,000

$2,000 -

$1,000 |
$0 -

Miiltons

{HE;RON

'GURZAooossg



CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 38, 2812 ACTUARIAL VALUATIDN

- SECTION 1
BOARD SUMMARY

Projection Set 2: Projected Employer Contribution Rate

The chart below shows projected member contribution rates (teal bars) and City contribution
rates {gold bars) compared to the similar projection based on the 2011 valuation (red line). City
contribution rates are expeeted to increase over the next several years as the 2008-09 and 2011-
12 investment losses are fully recognized. The increase in rates compared to the 2011 valuation
are primarily due to the change in the discount rate and the investment losses for 2011-12. The
significant decreasc in contribution rates and amounts in 2027 and 2028 is due to the completion
of the amortization of the actuarial losses and assumption changes recognized in the 2009 and
2010 actuarial valuations, '

Chart 1: 7.25% return each year — percentage of pav

100% 1T pa Menmber Rate Ha Empioycr Contribution Rate wanern 2911 Projection

i b Y o )
80% - "G‘}H Mﬁ?.&a@ﬂﬂ{h,xfy Soms

20% iy ' R S E e
2013 2015 2017 2019 2021 2023 2025 2027 2029 29031 2013
Chart 2: 7.25% return each year — dollar contribution amgunts
g $300 ——— e ,
S 250 B Member Contributions. #i3% Empleyer Centributions 2011 Projections
= $200
$150 —
$100 {1
$50

2013 20!5 2087 2019 2021 2023 2025 2027 2029 2031 203)
Fiscal Year Ending

In the graph above, the City dollar contribution amount for FYE 2013 is the actual City

contributien made in July, 2012, adjusted to the middle of the fiscal year with mterest

plus the actual amount credited back to the general reserve from the SRBR,
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENF PLAN
JUNE 39, 2052 ACTUARIAL VALUATION

SECTION
BOARD SUMMARY

Chart 3: varying returns averaging 7.25% over fime — percentage of pay
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Chart4: varying returns averaging 7.23% over time — dollar contribution amounts
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Charts 3 and 4 illustrate the effect of varying investment retutns on the projected
contribution rates and amounts, The asset smoothing and amortization methods smooth
much of the volatility, but significant contribution volatility remains.
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARTAL VALUATION

SECTION 11
ASSETS

The Plan uses and discloses two different asset measuresnents which are presented in this seetion
of the report: market value and actuarial value of assets. The market value represents, as of the
valuation date, the value of the assets if they were liquidated on that date. The actuarial value of
assels is a value that smoothes annual investment return performance over multiple years to
reduce the impaet of short-term investment volatility on City contribution rates..

On the following pages we present detailed information on the Plan’s assets:
A, Statcmcnt ef changes in the market value of assets during the year,
B. Deve]epmem of the actuarial value of assets, and
C. Statement of changes in the Supplemental Retiree Benefit Resetve,

A. Market Value of Assets

Table H-1 shows sources for the change in the market vatue of assets.

Table II-1
Change in Market Value of Assets :
June 38,2812 June 30, 2811
Retirement COLA Total - TFotal
Market Value, Beginning _ ' ' '
of Year $ 1,762,243 § 865479 § 2,627,728 % 2,204,630
Contributions ' '
Member 3 13,352 3 5,993 $ 19,345 % 29,629
City 70.960 56.049 121.008 77.218
Total % 84,312 § 56,042 3 144,353 3 107,547
Net Investment Barnings' $ (22427 8 (11449) $ (33877) 0§ 393250
Benefil Payments $ 116,543 ¥ 35,177 $ 151,720 137320
Administrative Expenses $ 2,453 % 1,102 % 3,556 N7A
Market Value, : .
End of Year $ 1,705,136 $ 873,793 $ 2,578,929 $ 2,627,727

Amounts in thousands
! Gross investment carnings less investment expenses in 2012 and less investment and administrative expenses
in 2041,

The net investment earnings represent approximately a -1.3% return on the market value of
assets compared to an assumed return of 7.5%.

12
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 36, 2012 ACTUARIAL VALUATION

SECTION 11
ASSETS

B. Actua rial Value of Assets

To determine on-going contnbut:on amounts, most penfuon funds use an actuarial value of
assets that smoothes year-to-year market value returns in order to reduce the volatility of
contribution rates.

The actuarial value of assets is caloulated by recognizing the deviation of actual investment
relurns compared to the expected return (7.50% for 2011-12, 7.75% for 2010-11, 8.00% for
prior years) over a five-year period. The dollar amount of the expected return on the market
value of asseis is determined using the actual contributions and benefit payments during the
year, Any difference between this amount and the actual net investment earnings is
considered a gain or loss. Table T§-2 below shows the gains and losses for the fast four years
and the portion of each gain or loss that is not recognized in the current actuarsal value of
assets. These deferred amounts will be recognized in future years.

Table IF-2

Devglopmént-of Actuarial Value of Assets’
' June 30, 2012

Retirement - COLA o Total
Market Value of Assets $1,705,135,747 - 5§ 873,792,861 § 2,578.928,608
Gains / {Losses)
Cinrrent Year $ (158,481,339) §  (80,101,035) $ (238,582,375)
Prior Year 146,320,079 69,514,959 215,835,038
2™ Prior Year 102,414,358 48,370,992 150,785,350
3 Prior Year’ (419,612,465) (198,185,797  (617,798,262)
Deferred Gains / {Losses) _ ' _ : .
Current Year (80% Deferred) $ (126,785,071) $  (64,080,828) $ (190,865,900)
Prior Year (60% Deferred) 87,792,047 41,708,975 129,501,023
2% Prior Year (40% Deferred) 40,965,743 19,348,397 60,314,140
3™ Prior Year (20% Deferred) (83,922.493) (39.637.159) _ {123.559.652)
Total ' $ (81,949,774) §  (42,660,616) $ (124,610,390)

Preliminary Actuarial Value of Assets $ 1,787,085,521 % 916,453,477 3 2,703,538,998

Minimwn Actuarial Value of Assets $1,364,108,598 $ 699,034,289 § 2,063,142,887
{80% of Market Vatue) : C
Maximum Actuariat Value of Assets $ 2,046,162,897 $ 1048551433 $ 3,094,714,330
(120% of Market Value) :

Aciuarial Value of Assets $1,787,085,521  § 916,453,477 $ 2,703,538,998

Excludes heafth assets,
2 Adjusted to refleet immediate recognition of amount outside temyporary one year }3(}% comidot,
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETTREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

 SECTIONI
ASSETS

On the basis of the smoothed actuarial value of _asseté‘., the return for the year ending June 30,
2012 was approximately 1.2%, slightly more than the returh on the market value of assets.
This difference is largely due to the recognition of the deferred gains for 2010 and 2011,

Supplemental Retiree Benefit Reserve {(SRBR)

The SRBR is a reserve within the Retirement Fund that is used to supplement benefits
provided 10 retirees and beneficiaries under the Plan. As such, the balance in the SRBR is
treated both as an asset and as a liability of the Plan. '

Each year, ten percent of excess earnings are transferred to the SRBR. However, since the
actual return on the actuarial value of assets (1.2%) was less than the expected retum (7.5%),
there are no excess earnings this year. The existing balance in the SRBR is credited with
approximalely 1.2% earnings, and because the City’s contribution ratc for 2011-12 had
tnoreased due to poor investment performance; a charge was made to the SRBR transferring
approximately 3$1.3 million to the regular retirement fund and the COLA fund. Table II-3
below sumemarizes the changes to the SRBR this year.

Table II-3

~ Changes in Supplemental Retiree Benefit Reserve
' June 36,2012  June 30, 2011

SRBR Balance, beginning of year $ 33,416,870 § 33,343,364
Charge to SRBR for poor investment earnings (1,285,087) (1,207,958)
Interest credited - 383,943 1,281,464
Excess earnings transferred 0 0
Benefit distributions _ 0 0
SRBR Balance, end of year § 32,515,726  § 133,416,870

The Board is to make annual disiributions from the SRBR, but cannot reduce the principal of
the SRBR. Normally, these distributions are equal 10 the regular eamnings credited on the
SRBR principal. However, these distributions have been suspended, and Measure B which
voters approved in June 2012, would eliminate the SRBR if it s implemented. Table 11-4
below shows the regular interest credits that have not been distributed, but potentially could
be distributed once the suspension expires without reducing the principal in the SRBR.

: 14
(HERON  GURZA000855




CITY (]l SAN JOSE POLI(‘ E AND FIRE DEPARTMENT RETIREMENT l’LAN
JUNE 38, 2012 ACTUARIJAL VALUATION

SECTIONII
" ASSETS
Table ¥4 _

SRER Regular Interest Credits Not Yet Distributed
Fiscal Year Interest Credit
2008-09 $ 296,147
2009-10 719,742
2010-11 1,281,464
2011-12 383,943
Total . $ 2,681,296

When the City’s contribution rate increases due to poor investment earnings, there is a charge
to the SRBR that partially offsets the City’s rale increase. Based upon the June 30, 201!
valuation, the City’s contribution rate is offset for 2012-13 by 0.46% of payroll and $848,379
is transferred from the SRBR to the regulsr Retirement and COLA reserves. Table 11§
below shows the calculation of the charge to the SRBR and the offset to the C:ty s
contribution rate for the 2013-14 fiscal year.

Table H-5
_ Calculation of Charge to SRBR for FYE 2014 . 5

I. Increase in UAL due to investment loss in 20§1-12 $ 172,759,413
2. Amartization factor ' . 8.637%
3. Inerease in City’s dollar contribution as of July 1, 2013 {1 + 2] $ 14921,650
4. SRBR balance as of June 30, 2012 $ 32,515,726
5. Charge to SRBR on July 1, 2013

{minimum of 10% of 3 and 5% of 4] $ 1,492,185
6. Projected 2013-14 payroll . $ 187,958,523
7. Decrease in City’s contribution rate for 2013-14

(5 x 1.072570.5) + 6] : 0.82%
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CITY QF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 3§, 2012 ACTUARJAL VALUATION

SECTION Hi
LIARILITIES

This section presents detailed information on liabilities for the Plan, including:

Present value of future benefits,

Normal cost '

Actuarial liability, and

Analysis of changes in the unfunded actuarial liability during the year.

A. Present Value of Future Benefits

The present value of future benefits represents the expected amount of money needed today
to fully pay off all benefits both earned as of the valuation date and those to be earned in the
future by cwrent plan participants under the current plan provisions. Table ITl-1 below
shows the prescnt value of future benefits as of June 30, 2012 and hune 30, 2011,

Table 1711-1 _
Present Value of Future Benefits
June 30, 2012 . June 30, 2011
Retirement COLA Total Total
Aclives :
Retirement % 877,768 $ 364,847 $ 1,242,615 ¥ 1,162,588
_ Ferminalion 27,440 10,997 38,437 36,382
Death 11,780 4,814 16,594 15,668
Disability 428.089 178.410 606,500 561,008
Total Actives $ 1,345,077 3 559,069 3 1,904,146 $ 1,775,645
Service Retirees 799,775 519,564 1,319,339 1,210,090
Disabled Retirees 464,735 400,795 865,529 $12,559
Beneficiaries 48,086 48,809 96,895 91,285
Deferred Vested 18,732 9,799 28,532 26,694
SRBR _ 32,516 33417
Total $2,676,404 $1,538,036 $4,246,957 $ 3,949,689
Amounts in thousands
16
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 CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 36, 2012 ACTUARIAL VALUATION

SECTION I
LIABILITIES

B. Normal Cost

- Under the Entry Age (EA) actuarial cost method, the present value of future benefits for each
individual is spread over the individual’s expected working carcer under the Plan as a Jevel
percentage of the individual’s expected pay. The normal cost rate is determined by taking
the value, as of entry age into the Plan, of each member’s projected future benefits. This
value is then divided by the value, also at entry age, of the each member’s expected future
salary. The normal cost rate is multlplaed by current salary fo determine each member’s
normal cost. The normal cost of tlie Plan is the sum of the normal costs for each individual
in the Plan. The normal cost represents the expected amount of money needed to fund the
benefits attributed to the next year of service under the Entry Age actuarial funding method.
Table i1-2 below shows the EA normal cost as of June 30, 2012 and June 30, 2011,

Table ITI-2
Entry Age Normal Cost
_ June 30,2012 _ June 30,2011
Retirement COLA Total Total

Actives '
Retirement _ '$ 30,669,311 § 12,723,943 § 43393,254 § 41,509,870
Termination 1,908,781 ' 323,307 2,232,088 1,999,140
Death 780,883 373,962 1,154,845 1,223,522
Disability ) 19,117,431 8,316,954 27,434,385 27,209,441
Reciprocity 112,503 36474 428 977 438.525
- Total Normal Cost $ 52,583909 § 22,054,640 § 74,643,549 § 72,380,498
Expected payroll for curren actives  $179,509,150  $179,509,150 $179,509,150  § 182,035,530

EA Nermal Cost Rate

29.30%

12.29% - 41.58% 39.76%

Table T11-3 below shows the EA normal cost as of June 30, 2012 separated between Police

and Fire members.

Total Actives
Expected payroll for current actives
EA Normal Cost Rate

Table -3
Entry Age Normal Cost by Group
o June 30, 2012 o
Police "~ Fire Total
Actives ] .
Retireinent § 29,606,559 & 13,786,695 § 43,393,254
Termination 1,377,093 854,995 2,232,088
Death 692,887 461,958 1,154,845
Disability 14,155,7t9 13,278,666 27,434,385
Reciprocity 280,270 148,707 428,977

3 46,112,528
$ 111,204,844
41.47%

$  28,531.02¢1
$ 68,304,306
41.77%

$ 74,643,549
$ 179,509,150
41.58%

L HEIRON
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In addition to the EA normal cost, administrative expenses and the expected annual cost of
the SRBR are added to get the fotal nermal cost. Table [11-4 below develops these additions

CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION III
LIABILITIES

to the EA normal cost rate.

Table IH-4
Administrative Expense and SRBR Normal Cost

I. Assumed administrative expenses for FYE 2014 $ 3,000,000
2. SRBR nermal cost [0.22% of market value of assets] § 5875714
3. Projected payroll for FYE 2014 - - § 187,958,523
4, Administrative expense and SRBR normal cost rate
12y +3] 4.72%
5. EA normal cost rate 4].58%
6. Total normal cost rate [4 + 5] . 46.30%

€. Actuarial Liability

The actuarial Hability represents the expected amount of money nceded today to pay for
benefits attributed to serviee prior to the valuation date under the EA method. 1t is the
difference between the present value of future benefits and the present value of future normal
costs. Table 111-5 below shows the actuarial liability as of June 30, 2012 and June 30, 2011,

Table ITI-5
Actuarial Liability _
 Junc 30,2002 June 36, 2051
Retirement COLA Total _ Total

Actives

Retiremert
-~ Termination

Death

Disability

Total Actives
Service Refirees
Disabled Retirees
Beneficiaries
Deferred Vested
SRBR :
Total Aetuarial Liability

$ 537306 . § 223,530 ° 5 760,836 $ 719,175

5,767 4,198 9,965 11,880

3,746 _ 087 4,733 3,851
222534 89,429 311,963 287,057

$ 769353 § 318,144  $ 1,087,497  $ 1,021,963
799,775 519,564 1,319,339 £,210,090
464,735 400,795 865,529 812,559
48,086 48,809 96,895 91,285
18,732 9,799 28,532 26,694
32516 33417

$2,100,681 $1.297,111 $3,430,308  $3,196,007

Amounts in thousands
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2612 ACTUARTAL VALUATION

SECTION 1IN
LIABILITIES

Tabie 111-6 below shows the actuarial liability as of Jane 30, 2012 separated between Police
and Fire members.

Table 111-6
Actuarial Liability by Group
June 30, 2012
Palice Fire Total

Actives : : S

Retirement 3 540,912 $ 219925 $ 760,836

Termination 6,093 3,872 9,965

Death ' 2,761 1,970 4,733

Disability 160,723 151,239 311,963

Total Actives $ 710,490 $ 377,006 $1,087.497
Service Retirees 929,887 389,452 1,319,339
Disabled Retirees 48,490 48,405 96,893
‘Benefieiaries 398,370 467,164 865,529
Deferred Vested 23,928 4,603 28,532
SRBR 32,516
Total Actuarial Liability $2,111,166 . $1,286,626 $3,430,308

Amounts in thousands

The difference between the actuarial liability and the actuarial value of assets is the unfunded
actuarial liability. ' -
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" CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
: JUNE 36, 2012 ACTUARIAL VALUATION

SECTION 11
LIABILITIES

D. Analysis of Change in Unfu nded Actuarial Liability (UAL)

The UAL of any retirement plan is expected to change at each subsequent valuation for a
varicty of reasons. In each valuation, we report on those elements of change in the UAL that
have particular significance or eould potentially affect the long-term financial outlook of a
retitement plan. Table I1I-7 below develops the cxpected UAL and identifies the primary
sources for changes in the UAL since the last valuation.

Table 111-7
Development of Experience Gain / (Loss)
‘Fltem ' Amount
1 1. Unfunded actuarial tiability, June 30, 201 : § 510,285,510
2. Intergst : 38,271,413
3. Expected unfinded actuarial Hability payment with interest (62,852,359)
| 4. Charge in assumptions _ 107,736,491
5. Expected unfunded actuarial liability, June 30, 2012 ) +2~-3+4) $ 593,441,055
6. Actual unfunded acluarial liabitity, June 30, 2012 726,768,546 -
7. Difference {5 - 6) _ § (133,3274901)
a. Portion due to investment experience $ (172,759,413) .
b. Portion due 10 SRBR -+ 7,546,981
¢. Portion due 10 salary experience 17,634,216
d. Portion due to benefit service data _ 5.401,289
¢. Portion due {o termination, mortality and disabitity 16,940,862
experience _ :
f. Portion due to retireinent experience (10,301,137)
- g Portion due to other experience : 2,209,710
h, Total § (133,327.491)

' | 20
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Ity OF SAN JOSE I'OLICI‘ AND FiRE DEPARTMFNT RETIREMENT PLAN
JUNE 38, 2012 ACTUARIAL VALUATION

 SECTION IV
CONTRIBUTIONS

In the process of evaluating the financial condition of any pension plan, the actuary anatyzes the
assets and liabilitics to determine what level (if any) of contributions are needed to achieve and
maintain an appropriate funded status of a plan. Typically, the actuarial process will use an
actuarial funding method that will result in a pattern of contributions that are both stable and
predictable,

Under the method employed for the Plan, there are two components to the total contribution: the

- normal cost and the unfunded actuarial liability contribution, The normal cost rate was
developed in Section HI. This section develops the UAL contribution rate and divides the
contributions between the members and the City.

The UAL is composed of experience gains and losses, assumption changes und plan provision
changes. Each component is amortized from the valuation date in which it was first recognized.

- Table IV-1 below shows the outstanding balance, remaining period and amortization payments
for each component of the UAL as of June 30, 2012.

-{Tolal

$ 346,110,727 § 380657819

Table 1V-1
UAL Amortization
Quistanding Balauce Remaining Amortization Payment
Source Date Retirement COLA Period Retirement COLA
1996 Ben Improvement  6/30/1996 §  (1,475946) § 2,250,586 5.0 F (339517 8 517,740
UAL 6/30/2003 4,972,437 {7.542,194) 5.0 1,143,827 (1,744,159}
Experience Loss 6302005 (75,125,075} 114,554,073 90 {10,278,633) 15,673,318
Police Ben 6/30/2005 23,282,028 9,014,676 9.4 3,185,452 1,233,390
Impiovement ’
Rate Increase Delay 12/1 772006 154,807 59,940 235 20,307 7,863
- §Fire Ben Improvement  6/30/2007 22,471,943 8,541586 11.0 2,601,255 988,783
Experience Gain G/30/2007 (89,341,250) (40,102,044) 11.0 (16,341,756) (4,642,039)
Assumption Change 6/30/2007 19,580,418 16,512,530 1t.0 2,266,544 1,216,885
Experience Loss 6/30/2009 - 152,659,572 . 30,992,015 13.0 15,455,238 8,199,622
Assumption Change 653042009 89,754,662 49,704,543 13.0 9,086,752 5,032,082
JExperience Loss 63072010 - 100,810,203 54,435,035 14.0 9,633,485 5,201,845
JAssumption Chiange 6/30/2010 64,745,326 . 36,899,621 14.6 6,18 71,485 3,526,150
Experjence Gain 63072011 (150,917,142) (95,476,366} 15.0 (13,681,098} (8,655,223}
Assumption Change 6/30/2011 22,975,927 32,700,188 19.0 1,752,727 2,495,103
Experience Loss 673072012 86,669,849 46,657,644 {6.0 7,485,885 4,029,934
Assumption Change 63072012 58,179,549 49,556,942 0.0 4,284,215 3,649,265
71172012 VAL Payment 16,714,426 27938444

$ 28,462,168 ¥ 36,730,529

{FHEIRON
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN

JUNE 30, 2012 ACTUARTAL VALUATION

SECTIONIV
CONTRIBUTIONS

Table 1V-2 below shows the division of the UAL payments between Police and Fire and betwecn

the members and the City.

Table IV-2
UAL Amortization Payments
Police Fire
Source Member City Total Member City Tofal
1996 Ben Improvement $ 110,403 % 03 110,463 § 67790 § 0% 67,790
“HUAL it (371,948) (371,948} it (228,384)  (228,384)
Experience Loss 0 3,342 359 3,342,389 0 2,052,296 2,052,206
Police Ben Improvement 0 4,418,842 4,418,842 0 0 t]
Rate inerease Delay 28,170 0 28,170 0 0 0
Fire Ben Improvement 0 0 0 0 3,590,038 3,590,058
Experience Gain 0 (9,283,522)  (9,283,522) 0 (5,700,273} (5,700,273)
Assumption Change ¢ 2,158,231 2,158,231 ¢ 1,325,198 1,325,198
Expetience Loss 4 14,655,860 14,655,860 ¢ £599.000 8,995,000
Assumption Change 0 8,747,617 8,747,617 it 5,371,217 5,371,217
Experience Loss 0 9,191,537 9.191,537 0 5,643,793 5,643,793
Assumption Change 0 6,018,285 6,018,285 ¢ 3,695,350 3,605,350
Experience Gain 0 (13,838,932) (13,838,932) U (8,497 389) (8,497.389)
Assumption Change 0 2,631,831} 2,631,831 it 1,615,995 1,615,999
Experience Loss 0 7,134,865 7,134,865 it 4,380,954 4,380,954
Assumption Change [t 4.915.352 4915352 Q 3018 128 3.018.12%
Total ' 3 138,573 $39.720,408 % 39,858,981 3 67,790

$ 25,265,926 $25,333,716

{(HEIRON
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2612 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIOQNS

in addition to the UAL payments shown above, members pay 3/11ths of the EA normal cost
(excluding reciprocity normal cost) plus their historical share of administrative expenses. Table
IV-3 below shows the contribution rates for the 2012-13 and 2013-14 fiscal years for members:
and the City split between Palice and Vire groups. These rates are prior to the reduction of
0.46% for 2012-13 and 0.82% for 2013-14 due to the charge to the SRBR.

Table IV-3
Contribution Rates
_ . Fiscal Year 2013-14 Fiscal Year 20612-13
Source Retirement COLA Total Retircment  COLA Total
Police - Member - .
Normal Cost R.09% 3.43% 11.53% 7.76% 3.25% 11.01%
UAL o -017% 0.29% 0.12% -0.16% 0.28% 0.12%
Total _ C7.92% 3.73% 11.65% 7.60% 3.53% 11.13%
Police - City . '
Normal Cosl 24.33% §0.33% 34.66% 23.50% 2.84% 33.33%
UAL 15.50% 19.82% 35.32% 8.66% 15.03% 23.69%
Total . 39.84% 30,15% 69.99% 32.16% 24.87% 57.03% -
Fire - Member
Normal Cast 8.23% 3.39% 11.62% 7.91% 1.21% 11.12% -
UAL -0,19% 0.29% 0.10% ~{.18% 0.27% 0.09%
Total R.05% 3.67% 11.72% 7.73% 3.48% il.21%
Fire - City
Normal Cost 24.71% 10.16% 34.87% 23.89% 9.70% 33.59%
UAL 16.44% 20.16% 36.59% 9.84% 15.46% 25.30%
Totaj 41.15% 30.32% T1.47% 33.73% 25.16% 58.89%
= : 3
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION ’

SECTION IV
'CONTRIBUTIONS

Table [V-4 below shows the estimated dollar amounis of the City’s contributions assuming
contribulions are made at the beginning of the fiscal year. These amounis are prior 1o the

- reduction of $848,379 for FYE 2013 and $1,492,165 for FYE 2014 due o the charge Lo the
SRBR. To the exient the City's contributions are made afler the beginning of the fiscal year, the

amounts should be increased at

7.25% for 2013-14).

the assumed valuation interest rate (7.50% for 201213 and

Table (V-4

- Estimated City Contribution Amounts
Beginning of Year

Fiscal Year 2013-14

Fiseal Year 2012-13

Source Refirement COLA Total Retirement COLA Totat
Police . . '
Norma_! Cost § 27364200 § 11,613,202 § 38977402 § 27,587,645 $ 11,530,768 ¢ 319,138,412
UAL 17432279 22.288.130 39 720,408 10,163.734 17.650.436 27,819,169
Total $ 44,796,478 § 33,901,332 § 78,697,810 $ 37,756,378 $ 29,201,203 $ 66,957,582
Fire
Normal Cost $ 17,061,163 § 7,018,036 § 24,079,200 % 15,898,903 $ 6,454,762 % 22,353,_665
UAL 11,349.09¢9 13.916.826 25 265926 0,545,692 10.288.008 16,833,701t
Total $ 28,410,263 § 20,934,863 § 49,345,125 § 22,444,595 % 16,742,770 § 39,187,366
Totak .
Nomal Cost  § 44,425,36_3 $ 18,631,238 % 63.056,60] $ 43,436,548 § 18,005,530 % 61,492,077
UAL 28,781,378 36,204956 64,2§_6,334 16,714,426 27.918,444 44,652 870
$ 54,836,194 $ 128,042,935 $ 60,200,974 % 45,943,974 $ 106,144,947

Toial

$ 73,206,741

{FHEIRON
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CITY OF SAN JOSE POLICE ANb FIRE DEFARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

SECTION V
ACCOUNTING STATEMENT INFORMATION

Staternent No. 25 of the Governinental Accounting Standards Board (GASB) establishes
standards for accounting and financial reportmg of pension information by pubhc emnployee
retirement systems.

The basic GASB No. 25 disclosure compares the actuarial liability to the actuarial value of assets
to determine a funded rateo. The relevant amounts as of June 30, 2011 and June 30, 2{)!2 are
presented in Table V-1,

Table V-1
GASB No. 25 Liability |
' June 30, 2012 June 30, 20611 % Change
1. Actuarial Liability
a. Members curreatly receiving _
payuernts $ 2.281,763,523 $2,113,933,225 7.9%
b. Vested terminated and inactive '
members 28,531,627 26,693,705 6.9%
¢. Active members £,087.496,668 1,021,962,982 6.4%
d. SRBR 32.515.726 33.416.870 -2. 7%
e, Total actuarial liabitity $ 3,430,307,544 $ 3,196,006,782 1.3%
2. Actuarial value of assets $2,703,538998  § 2,685,721,272 0. 7%
3. Unfunded actuarial liability $ 726,768,546 ~ § 510,285,510 42.4%
4. Ratio of actuarial value of assets to
aciuarial liability (2 + 1.d) 78.81% 84.03% -6.2%

Tables V-2 through V-5 are exhibits for use in the Plan’s Comprehensive Annual Financial
Report (CAFR). The Government Finance Officers Association (GFOA) recommends showing
at least 6 years of experience in each of these exhibits. Table V-2 shows the Notes to Required
Supplementary Information. Table V-3 presents an analysis of financial experience for the
valuation year; Table V-4 presents the Solvency Test which shows the portion of actuarial
liability covered by assets; and Table V-5 presents the Schedule of Funding Progtess.
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CITY OF SAN JOSE, POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 3§, ZHZ ACTUARTAL VALUATION

SECTION V _
ACCOUNTING STATEMENT INFORMATION

Table V-2
City of San José¢ Police and Fire Department Retirement Plan
Notes to Required Supplemoentary Information

The information presented in the required supplcmcntéry schedules to the Financial Section of
“the CAFR was determined as part of the actuarial valuation at the date indicated. Additional
information as of the Jatest actuarial valuation follows. '

Valuation date June 30, 2012

Actuarial funding method - o Entry Age Normal
Amorlization method ' Level percent of pay, closed, layered
| Equivalent single amnortization period ' 14.0 Years
Asset valuation method 5 year smoothing of return
Actuarial assumptions: _
Investinent rate of return 7.25%
Wage inflation’ ~ 0.00% for one year and 3.50% thereafter
Cost-of-living adjustments?® : : .3.0% per year

The actuarial assumptions used have been recommended by the actuary and adopted by the City
of $an José Police and Fire Department Plan Board based on the most recent review of plan
experience completed in 2011, _

The rate of employer contributions is composed of the normal cost and amortization of the
unfunded actuarial liability. The normal cost is a level percent of payroll cost which, along with
the member contributions, is expectéd to pay for projected benefits at retirement for each
individual plan member. The actuaria] lability is that portion of the present value of projected
benefits that is not expeeted to be paid by future employer normal costs or member contributions.
The difference between this liability and the assets accumulated as of the same daie is the
unfunded actuarial liability. : :

" Excludes merit mcreascs. _ _
Cost-of-living adjustinents are fixed at 3.6% by the play provision and do not fluctuate with actual inflation.
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN

_ JUNE 30, 2012 ACTUARIAL VALUATION

| | SECTIONV -
ACCOUNTING STATEMENT INFORMATION

Table V-3

Analysis of Financial Experience

Experience and Actual Experience

Gain or (Loss)

Gain or (Loss) in Actuarial Liability Resulting from Differences Between Assumed

Gain or (Loss)

for Year for Year
_ Ending Ending
Type of Activity June 30, 2012 June 30, 2011
Investment income. B $ (172,759) $ (96,473)
{ Combined liability experience 39,432 278,051
Gain or (loss) during year from financial experience $ (133,327 $ 181,578
Non-recurring gain or (Ipss) items _ (107,736) 12,360
Composite gain or (loss) during year $ (241,064) $ 193938
' Amounts tn thousands
Table V-4
* Solvency Test'
Actuarial Liabilify For
Retirees, Remaining
Beneficiaries Active Portton of Actuarial |

Valuation Aetive Member  and Othcr ~ Members’ _ Liabitity Covered by
Date Contributlons Inactives Liabiiity Reported Reported Assels
June 30, (A) (B) (C) Assels (A) {B) {C {
2012 & 276047 § 2,342,811 § 811,450 § 2,703,539 100% 100% 10%
2011 260,172 2,174,044 761,791 2,685,721 100% 100% 33%
2010 246,356 © 1,907,931 1,076,169 2,576,705 100% 100% 39%
2009 243302 1,630,914 1,089,266 2,569,569 100% 100% 64%
2007 227,191 1,240,i26 905,069 2,365,790 100% 100% 99%
2005 194,008 1,062,247 7,177 1,983,090 100% 100% 94%

! Amounts prior to June 30, 2011 caleulated by prior actuary.

{HERON

Amounts in thousands
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN

JUNE 36, 2012 ACTUARIAL VALUATION

SECTIONV

ACCOUNTING STATEMENT INFORMATION

' Table V-5*

Schedule of Funding Progress

Unfunded

Actuarial Actuarial Actuarial Al as a % of|
Valuation Valuc of Liabillty Unfunded Funded Cavered Covered

Date Asscts {AL} AL Ratio Payroll Payroll

6/30/2005  § 1,983,09¢  § 2,027.432 $ 44342 9718% & 210,018 2i.1%
6/30/20Q7 2,365,790 2,372,386 6,596 99.71% 221,134 2.9%
6/30/2009 2,569,569 2,963,482 393,913 86.7% - 255223 154.3%
6/30/2010 2,576,705 3,230,456 653,151 79.8% 251,058 260.4%
63072011 2,685,721 3,196,007 510,286 $4.0% 190,726 267.5%
6/30/2012 2,703,539 3,430,308 . 726,769 78.8% 187,959 386.7%

Amoutts in thousands

' Amounts prior to June 30, 2011 calculaled by prior actuary.
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETI REMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION
Table A-1
Clty of San Jose Police and Fire Department Retirement Plan
Active Member Data
June 30,2012 June 30,201 % Changg==
Total . R
Caunt 1,718 1,735 -1.0%
Average Current Apge ) : 415 413 8.5%
Average Vesting Service ' 13.6 13.5 0.7%)
Annuai Expected Pensionable Eamings 5 187,958,524 3 190,726,258 -1.5%
Average Expected Pensionable Earnings - % . 1405 8 109,929 -0.5%
Table A-2 :
City of San Jese Police and Fire Departmen{ Retivement Plan
Non-Aetive Member Data :
Connt Average Age
June 30, 2012 June 30,2001 %Change § June 30, 2012 Jusie 3, 2081 %4 Change
Tatal : :
Refired & Disabled 1.690 . 1636 3.3% 64.6 64.3 0.5%

- |Benchieiaries 252 249 1.2% 64.5 63.7 : 1.3%
Payee Total 1,942 1,885 3.0% 64.6 64.2 0.6%
Inactives ' 166 - 228 -27.2% 403 - 373 B.0%

Table A-3
City cf' San Jose Palice and Fire Department Retirement Plan
Non-Acztive Member Data
~ Tolal Annual Benefit* Average Annual Benefit*

June 30, 2012 June 30,2011 %Change| June 33,2012 Junc 30, 2011 94 Change

Tatal :
Refired & Disabled | § 145,746,196 § 136,002,610 7.2% | § 86,240 % 83,131 317%
{Beneficiaries §,635 892 8,136,035 6.1% 34,266 - 32,675 4.9%
Payci_: Tatal £ 154381289 § 144,138,045 71% { § 7949% 3§ 76,466 4.0%
Hnaclives®® $ 2062960 §  1,985944 39% 1% 12,427 % 8,710 42.7%

* Benefits pravided in June 30 valuation data
*+ Far Inactives, henefit is caloulated hased on the data assumiptions and metliods ouﬂmcd in Appendix A,
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 34, 2012 ACTHARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION

Table A4
City of San Jose Police and Fire Depariment Retirement Plan
Distribution of Active Members as of June 33, 2012
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
' JUNE 36, 2012 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION

Table A-6
City of San Jase Pulice and Fire Department Retirement Plan
Retivees and Dissbied by Attained Age nnd Benefit Effeclive Dnte
As el June 30, 2012
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 34, 2012 ACTHARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION
_ ~ Table A-7
City of San Jose Police and
Fire Department Retirement Plan
Distribution of Retirees, Disabled Members,
and Beneficiaries as of June 30, 2012
Age Count
Under 50 66
50 1o 54 180
55to 59 T 353
60to 64 - ’ 354
65 to 69 411
70 to 74 : 269
751079 158
80 to 84 93
8510 89 45.
90 and up ' 13
Total - 1,942
Chart A-1

Count l)istrihutioﬁ
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CITY DF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX A

MEMBERSHIP INFORMATION

Table A-8

City of San Jose Police and
Fire Department Retirement Plan
Distribution of Retirees, Disabled Memibers,
and Beneficiaries as of June 30, 2012

Annual Benefit

Benefit in Millions

$40
$35
$30
$25
F20
$1s
$i0

$5

$0

Age
Under 50 § 2,754,660
S50 to 54 17,703,367
55 1o 59 34,005,414
60 1o 64 33,042,733
65 1o 69 32,338,033
T0ec T4 18,460,265
75 to 79 9,170,635
80 to 84 4,743,289
85 to 89 1,720,301
90 and up 442 592
Totat § 154,381,289

Chart A-2
Benefit Distributio:ﬂ

{(FERON
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
- JUNE 30, 2012 ACTUARIAL YALUATION

AFPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

A. Actuarial Assumptions
1. Investmc_nt Return Assumption
Assels are assumed to earn 7.25% net of investment expenses.
2, Salary Increase Rate
Wage inflation component is assumed to bg 0.00% for FYE 2014, and 3.50% thereafter,

In addition, the following merit component is added based on an individual member’s
years of service:

Table B-1
Salary Merit Increases

Years of Service Merit/ Longevity
8.00%
7.25
6.50
5.75
5.00
4.50
4.00
3.50
3.00
2.50
2.25

$\DOQ~JO\M-&UJMHO

—t

3. Family Composition

Percentage married is shown in the following Table B-2. Women are assumed to be three

years younger than men.
Table B-2
Percentage Married
Gender Percentage
Males . 85%
Females 85%
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CITY OF SAN JOSE POLICE AND FIRF DEPARTMENT RETIREMENT PLAN
JUNE 3, 2012 ACTUARIAL VALUATION

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

4. Rates of Termination

Sample rates of fermination are shown in the following Table B-3.

.Tabic B-3
Rates of Termination

Service ‘Termination
0 6.00%
I ' 2.50
2 1.50
3-4 LD
5-10 0.75
114 0490

* Termmation rates do not apply once a member is ¢ligible for retirement

75% of terminating employees are assumed to subsequently work for a reciprocal
employer and receive 3.5% pay increases per year.

3. Rates of Disability

Sample disability rates of active participants are provided in Table B-4.

Table B-4
Rates of Disability at Seleeted Ages
Age Police Fire
25 4.09% 0.09%
30 0.13 : .13
35 0.20 4.20
40 0.31 0.31
45 . 0.51 0.51
50 2.14 2.25
55 9.08 8.50
60 10.00 {7.25
65 _ 10.00 20.00

100% of disabilities ére assumed to be duty related.
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT REFIREMENT PLAN
JUNE 38,2012 ACFUARIAL VALUATION

APPENDIXB
ACTUARIAL ASSUMFPTIONS AND METHODS

6. Rates of Mortality for Healthy Lives

Mortality rates for actives, retirecs, beneficiaries, terminated vested and reeiprocals are
“based on the male and female RP-2000 combined employee and annuitant mortality
tables. To reflect mortality improvements since the date of the table and to project future
mortality improvements, the tables are projected to 2010 using scale AA and set back
thtee years for males and no setback for females.

Table B-5 :
Rates of Mortality for Active and Retired
Healthy Lives at Selected Ages
Age Male Female
25 0.0308% 0.0180%
30 0.0363 - 0.0239
35 0.0535 0.0425
40 ¢.0860 0.0607
45 - ¢.109% 0.0957
50 0.1491 ¢.1412
55 G.2179 - 0.2507
60 - 0.3954 (.4808
65 ' 0.7529 0.9231
76¢ £.4103 - 1.5923
75. 2.3454 2.5937
80. 4.1153 4.2767
83 7.4274 7.2923
90 12.8097 12,7784
05 21.0194 19.0654

* 1tis assumed that 50% of active deaths are service retated.
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CITY OF SAN JOSE POLICE AND FiRE DEPARTMENT RETIREMENT PLAN

JUNE 36, 2012 ACTUARIAL VALUATION

APPENDIX B

7. Rates of Mortality for Retired Disabled Lives

ACTUARIAL ASSUMPTIONS AND METHODS

Mortality rates for disabled retirees are based on the male RP-2000 combined employee
and annuitant mortality table. To reflect mortality improvements since the date of the
table and to project future mortality improvements, the tables are projected to 2010 using
scale AA and set back two years. '

Table B-6
Rates of Mortality for Disabled
Lives at Selected Ages -
Age Mortality
50 0.1583%
55 0.2383
60 0.4488
65 0.8695
70 1.5521
75 2.6125
80 46195
85 8.2794
90 14.3228
95 226746

8. Rates of Retirement

Rates of retirement are based on age and service according to the following Table B-7.

Table B-7
Rates of Retirement by Age
. Police Fire
Age <30 Years 30+ Years  <3{ Years 30+ Years
50- 54 30.00% 50.00% 17.00% 17.00%
55-59 30.00 50.00 17.00 25.00
60 - 64 50.060 100.00 17.00 25.00
6569 50.00 100.00 35.00 35.00
70 & over 100.00 100.00 106.00 100.00

These retirement rates apply only to thosc eligible for unreduced benefits.

9, Administratlve Expenses

$3.0 million added to normal cost. The administrative expenses are assumed to increase
with wage inflation. Historically, the administrative expenses were assumed to reduce

{(HERON
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENFE RETIREMENT PLAN
JUNE 30, 2082 ACTUARIAL VALUATION ' '

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

the investment return assumption by 10 basis points which resulted in a higher Normal
Cost, To maintain the same historic division of member and City contributions for
administrative expenses for this valuation, members were allocated a portion of the
administrative expenses equal to 3/f {ths of the difference in Normal Cost that a 10 basis
point reduction in the investment relurn assumption would cause.

10. SRBR

0.22% of the market value of assets is added to the normal cost as the assumed average
annual transfer of excess earnings to the SRBR.

i1. Changes Since Last Valuation

~The investment return assumption was reduced from 7.50% to 7.25% as adopted by the
Board in December 2012, :
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CITY OF SAN JOSK POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNL 30, 2012 ACTUARTAT, VALUATION

APPENDIX B
ACTUARIAL ASSUMPTIONS AND METHODS

B. Actuarial Methods
1. Actuarial Funding Method

The Entry Age actuarial cost method was used {or active employees, whereby the normal .
cost is computed as the level annual percentage of pay required to fund the retirement
benefits between cach member’s dale of hire and assumed retitement. The actuarial
liability is the difference between the present value of future benefits and the present
value of fulure normal eost. The unfunded aciuarial {iability is the difference between the
actuarial liability and the actuarial value of assets.

2. Asset Valuation Method

For the purposes.of determining the employer’s contribution, we use an actuarial value of
assets. The asset smoothing method dampens the volatility in asset values that could
occur because of the fluctuations in market conditions. . Use of an asset smoothing
method is consistent with the long-term nature of the actuarial valuation process. Assets
are assumed to be used exclusively for the provision of retirement benefits and expenses.

The actuarial value of assets is caleulated by recognizing the deviation of actual
investment returns compared to the expected return (7.50% for 2011-12, 7.75% for 2010~
11, 8.00% for prior years) over a five-year period. The dollar amount of the expected
return on the market value of assets is determined using the actual contributions and
benefit payments during the year. Any difference between this amount and the actual net
investment carnings is considered a gain or loss. '

Finally, the actuarial value of assets is restricted to a corridor between 80 pcrcent and 120
percent of the market value of assets.

Ptior to the June 30, 2011 valvation, the actuarial valuc of assets was reduced by the
SRBR and no liability was reported for the SRBR. Afler the June 30, 2011 valuation, the
SRBR remains a part of the actuarial value of assets and is also added to the actuarial
liability.

3. Amortization Method

Actuarial gains and losses and plan changes arc amortized as a level percentage of pay -
assuming 3.5% annual growth in payroll over a 16-year period beginning with the
valuation date in which they fist arise. Changes in methods and assumptions are
amortized as a level percentage of pay assuming 3.5% annual growth in payroll over a
20-year period (16 years for changes prior to June 30, 201 1) bcgmmng with the valuation
date on which they are effective,
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT FLAN
JUNE 30,2012 ACTUARIAL VALUATION

APPENDIX C
SUMMARY OF PLAN PROVISIONS

Membersh:p Requlrement
Participation in the plan is immediate upon the first da} of employment with the City of
San José€ as a police officer or fire fighter except for the fol]owmg

Independent contractors,
¢ Person in City service principally for training or educational purposes,
s Auxiliary or voluntary police officers or fire fighters,
¢ Part-time or non-salaried employees, and
» Employees receiving credit in any other retirement or pension system,
Final Compensation

The highest twelve consecutive months of compensation in covered employment,

“However, in determining Final Cdmpensation, no compensation in the last 12 months of

employment that exceeds 108% of compensation during the 12 months immediately
proceeding the last 12 month shall be mnmdered Compensation excludes overtime pay
and expense atlowances. :

Credited Service

Years of service in covered employment plus service purchased for military leave of
-absence, Federated service, and unpaid leaves of absence,

Contributions

a, Member:
The amount needed to fund 3/11 of normal cost caleulated under the Entry Age
actuarial cost method plus the amortization payment on the February 4, 1996 benefit
improvement. For Police members, there is an additional amortization payment for

" member contributions not made for the last 6 months of 2006.

b. Employer:
The Employer contributes the remaining amounts necessary to fund the Plan in
accordance with the Board’s funding policy.

Service Retirement

Eligibility

Age 55 with 20 years of service, age 50 with 25 years of serviee, age 70 with no service
requirement, or any age with 30 years of service. Reduced benefits are also available at
age 50 with 20 years of scrvice,
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN.

Benefif

Police:

Fire:

JUNE 36, 2012 ACTUARIAL VALUATION

APPENDIX C
SUMMARY OF PLAN PROVISIONS

2.5% of Final Compensation for each year of credited service up to 20 years
plus 4.0% of Final Compensation for each year of credited service in excess of
20, subject to a maximwmn of 90% of Final Compensation.

For members with less than 20 years of service, 2.5% of Final Compensation
for each year of credited service. For members with 20 or more years of
service, 3.0% of Final Compensation for each year of service, subject 1o a
maximum of 90% of Final compeasation.

Service Connected Disability Retirement

Eligibility

Benefit -

Police:

Five:

" Wo age or service requirement.

50% of Final Compensation plus 4.0% of Final Compensation for each year of
eredited service in excess of 20, subject to a maximum of 90% of Final
Compensation.

For members with less than 20 years of service, 50% of Final Compensation.
For members with 20 or more years of service, 3.0% of Final Compensation
for each year of service, subject to a maximum of 90% of Final
Compensation. :

Non-Service Connected Disabi!ity Retirement

Eligibility

Two years of service.

- Benefit

- For members with less than 20 years of service, 32% of Final Compensation plus 1% of

Final Compensation for each year of service in excess of two. For tmembers with 20 or
more years of service, the benefit amount equais the amount that would be caleulated
under the service retirement formula.

"
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
_ JUNE 30, 2012 ACTUARIAL VALUATION

APPENDIX C
SUMMARY OF PLAN PROVISIONS

8, Non-Service-Connected Death

Less than 2 Years of Service: :
Lump sum benefit equal to the greater of accumulated employee contrlbutlons with
interest or $1,000.

Disabled retirees or members ingligible for service retirement:

Spouse receives 24% of Final Compensation plus 0.75% of Final Compensation for each
year of service in excess of two, subject to a maximum of 37.5% of Final Compensation,
If a member has eligible dependent children, an additional benefitis payable as follows:

1 Child: 25% of Final Compensation
2 Children: 37.5% of Final Compensation
3+ Children: 50% of Fina! Compensation

" The total benefit payable to a famity is limited to 75% of Final Compensation.

If a2 member does not have a spouse or eligible dependent children, a lunp sum benefit

- equal to the greater of accumitlated employee contributions with interest or $1,000.

10

»

Service retirees or members eligible for service retirement:
Spouse receives the preater of 37.5% of Final Compensation or 50% of the member’s

service retirement benefit, subject to a maximum of 42.5% of Final Compensation for

Police and 45% of Final Compensation for Fire. Eligible dependent children will receive -
the same benefit as defined under the non-service connected death for disabled retirees or

‘members ineligible for service retirement. The total benefit payable to a family is mited

to 75% of Final Compensation.
Service-Connected Death

Spouse receives the greater of 37.5% of Final Compensation or 50% of the member’s
service retirement benefit, subject to a maximum of 42.5% of Final Compensation for
Police and 45% of Final Compensation for Fire. If 2 member has cligible dependent
children, an additional benefit of 25% of Final- Compensauon is payable for each eligible
dependcnt child. The total benefit payable to a family is timited to 75% of Final
Compensation.

Termination Benefits
Less than 10 Years of Service:

Lump sum benefit equal to the accumulated employee contributions with interest at 2%
per annum.

42
-(HEIRON GURZA000833



CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMINT PLAN

JUNE 36, 2112 ACTUARIAL VALUATION

APPENDIX C

SUMMARY OF PLAN PROVISIONS -

10 or more years of crediied service: :
The amount of the service retirement benefit, payable at the later of age 55 or 20 years

from date of membership.

11. Post-retirement Cost-of-Living Benefit

Benefits are increased every February 1 by 3.0%.

12. Supplemental Retirce Benefit Reserve

‘Note:

Annual transfer:
Interest ércdit’:

Benefit:

Charge to Principal:

10% of earnings in excess of the actuarially assumed rate on
the actuarial value of assets are transferred to the SRBR and
added to its principal.

Interest on the SRBR balance equal to the actual rate of
earnings on the actuarial value of assets, but not less than
2er0. .

Board shail make annual distributions from the SRBR to
provide supplemental benefits to retirees and beneficiaries
except that no distributions can be made during calendar
years 2010, 2011 and 2012, prior to June 30, 2012, In
addition, dlsmbutlons may not reduee the principal of the

-SRBR.

If the City’s contribution rate inereases due to poor
investment earnings, 10% of the increased contribution for a
one-year period is deducted from the SRBR principal,
subject to a maximum deduction of 5% of the SRBR

. principal.

The summary of major plan provisions is designed to outline principal plan
benefits. If the Department of Retirement Services should find the plan summary
not in accordance with the actual provisions, the actuary should immediately be
alerted so the proper provisions are valued.
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CITY OF SAN JOSE I‘OLICI:. AND FIRE DEPARTMENI RET IREMFP\T PLAN
JUNE 30, 2012 ACTUAREAL VALUATION

APPENDIX D
GLOSSARY OF TERMS

Actuarial Liability

The Actuarial Liability is the difference between the present value of afl future Plan benefits
and the present value of total future normal costs, This is also referred to by some actuaties
as the “accrued liability” or “actuarial accrued liability”.

Actuarial Assumptions

Estimates of future experience with respect to rates of mortality, disability, tumover,
retirement rate or rates of investment income and salary increases. Demographie actuarial
assumptions (rates of meortality, disability, trnover and retirement) are generally based on
past experience, oflen modified for projected changes in conditions. Economic assumptions
{salary increases and investment income) consist of an underlying rate in an inflation-free
environment plus a prevision for a long-term average rate of inflation.

Accrued Service

Service credited under the Plan which was rendered before the date of the actuarial valuation.

Actuarial Equivalent

A single amount or series of amounts of equal actuarial value to another single amount or
series of amounts, computed on the basis of appropriate actuarial assumptions,

Actuarial Funding Method
A mathematical budgeting procedure for allocating the dollar arnount of the actuarial present
value of a retirement Plan benefit between future normal cost and actuarial acerued liability.
Sometimes referred (o as the “actuarial funding method.”

Actuarial Gain (Las's)

The differcnee between actual experience znd actuarial assumption anticipated experience
during the period between two actuarial valuation dates,

Actuarial Present Value
The amount of funds currently required to provide a payment or series of payments in the

future. 1t is determined by discounting future payments at predetermined rates of interest,
and by prebabilities of payment.
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CITY OF SAN JOSE POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
JUNE 30, 2012 ACTUARIAL VALUATION |

APPENDIX D
GLOSSARY OF TERMS

Amortization

Paying off an interest-discounted amount with periodic payments of interest and principal—
as opposed 10 paying off with a hunp sum payment.

Amnual Required Contribution (ARC) under GASB 25

~The Governmental 'Accou.nting Standards Board (GASB) Statement No. 25 defines the Plan

. Sponsor’s “Annual Required Contribution™ (ARC) that must be disclosed annually. The SIPF

19.

11,

i2.

Employer computed contribution rate for FYE 2014 meets the paramerers of GASB 25.
qumal Cost

The actuarial present value of retirement Plan benefits allocated to the eurrent year by the
actuarial funding method.

Set back/Set forward

Set back is a period of vears that a standard published table (i.e. mortality) is referenced
backwards in age. For instance, if the set back period is 2 years and the participant’s age is
currently 40, then the table value for age 38 is used from the standard published table. It is
the opposite for set forward. A Plan would use set backs or set forwards to compensate for
mortality experience in their work force. ' '

Unfunded Actuarfal Liability (UAL)

The unfunded actuarial liability représents the difference between actuarial iiabiiity and the -

 actuarial value of assets. This value is sometimes referred to as “unfunded actuarial accrued

liability.”

Most reticement Plans have unfunded actuarial liabilities. They typically arise each time new
benefits are added and each time experience losses are realized.

The existence of unfunded actuarial liability is not in itself an indicator of poor funding,
Also, unfunded actuarial liabilities do not represent a debt that is payable today. What is
important is the ability of the plan sponsot to amortize the unfunded actuarial liability and the -
trend in its amount (after due allowance for devaluation of the dotlar).
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Classic Values, iInnovative Advice

December 21, 2012
VIA ELECTRONIC MAIL

Board of Administration

City of San José Police & Fire Depattment Retirement Plan
1737 North First Street, Suite 5380

San José, California 95112

Re:  FYE 2014 Contribution Rates Assuming the SRBR is Eliminated
Dear Members of the Board:

The purpose of this letter is to provide, as requested by the Board at its December meeting,
alternative June 30, 2012 actuarial valuation results assuming the Supplemental Retiree
Benefit Reserve (SRBR) is eliminated. Measure B, which voters approved on June 5, 2012,
provides for the ¢limination of the SRBR, and we understand the City has taken steps to
adopt an ordinance implementing this proviston of Mcasure B. The June 30, 2012 actuarial
valuation assumes the SRBR continues, but since that valuation is used to set contribution
rates for the Fiscal Year Ending Junce 30, 2014, the Board requested that we also calculate the
contribution rates assuming the SRBR is elitninated,

If the SRBR is eliminated, the actuarial fiability (AL) and the unfunded actuarial liability
(UAL) would be reduced by the amount held in the SRBR, approximately $32.5 miltion,
There is no change to the assets held by the Plan, but the portion in the SRBR would no
fonger be used to provide additional relirement benefits. The table below shows a summary
ofthe key valuation resuits with and without the SRBR.

Summary of Key Valuation Resulfs
Without SRBR With SRBR

Valuation Date | 6/30/2012 6/3072012
| Discount Rate 7.25% 7.25%
Actuarial Liability (AL) $ 3,397.8 $ 34303
Aectuarial Value of Assets (AVA) $ 2,703.5 $ 2,703.5
Unfunded Aetuoarial Liability (UAL) $ 6943 % 7268
AV A Funded Ratio 79.6% 78.8%
Market Value of Assets (MVA) $ 25789 $ 2,578.9
MVA Funded Ratio 75.9% 75.2%

Dollar amounts In millions

121 SW Salmon Street, 1ith Floor, Portland, OR 97204 Tel: 8772434766 Fax: 703.893.2006 “SURPAG00887




Members of the Board
Pecember 21, 2012
Page 2

~ Under the current funding poliey, this reduction in UAL would be amortized over 16 years as

a level pereentage of projected payroll, reducing the City’s contribution rate by
approximately 1.5% of payroll. In addition to the reduction in UAL, the normal cost charge
for the expected amount transferred to the SRBR each year (0.22% of assets) would no
fonger apply, reducing the City’s contribution rate by an additional 3.1% of payroll. In
aggregate, these changes reduce the City’s contribution as of the beginning of the year by
approximately $8.4 million. The table below summarizes the contribution rates and amounts
for the Fiscal Year Ending June 30, 2014 both with and without the SRBR.

Summary of Key Valuation Results
' Without SRBR With SRBR
Fiscal Year Ending - ' 6/30/2014 6/30/2014
Aggregate Contribution Rates
Member '
Nonmal Cost Rate 11.6% 6%
UAL Rate : 0.1% 0.1%
Total Member Rate 11.7% 11.7%
City .
Normal Cost Ra 31.6% 34.7%
UAL Rate 343% - 35.8%
Total Member Rate 65.9% 70.5%
Expected Payroll $ 188.0 § 1880
City Contribution Amounts
Beginning of Year $§ 1196 $ 1280
Middle of Year $ 1238 $ 1326

Dollar amounts in millions

The table below provides additional detail of the contribution rates separately for Police and
Fire both with and without the SRBR. It should be noted that there is no impaet to employee

contribution rates.
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Members of the Board

December 21, 2012
Page 3
Summary of Contribution Rates
Without SRBR : With SRBR
Fiscal Year 2013-14 Fiscal Year 2013-14
Member  City Total Member  City Total
Police
Normal Cost 11.53% 31.54% 43.06% 11.53% 34.66% 46.19%
UAL 0.12% 33.78% 33.90% 0.12% 3532% 35.45%
Total _ 11.65% 65.31% . 76.96% 11.65% 69.99% 81.63%
Fire
Normal Cost 11.62% 31.75% 4337% 1.62% 3487% 46.49%
UAL : 0.10% 35.05% 35.14% - 0.10%  36.59% 36.69%
Total 11.72% 66.79% 78.51% 11.72% 7147% 83.18%

I preparing this letter, we relied on information (some oral and some written) supplied by
the City of San José Department of Retirement Services. This information includes, but is not
limited to, the plan provisions, employee data, and financial information. We perfonned an
informal examination of the obvious characteristics of the data for reasonableness and
congistency in accordance with Actuarial Standard of Practice #23, This information is
summarized in the full actuarial valuation report along with a summary of the methods,
assumptions and plan provisions used in thls analysis.

I hereby certify that, to the best of my knowledge, this letter and its contents have been
prepared in accordance with generally recognized and accepted actuarial principles and
practices which are consistent with the Code of Professional Conduct and applicable
Actuarial Standards of Practice set out by the Actuarial Standards Board, Furthermore, as a
credentialed actuary, T meet the Qualification Standards of the American Academy of
Actiaries to render the opinion contained in this letter, This letter does not address any
contractual or legal 1ssues I amn not an attorney and our finn does not provide any legal
services or advice.

This letter was prepared exclusively for the City of San José Police & Fire Department
Retirement Plan for the purpose described herein, This letter is not intended to benefit any
third party, and Cheiron assummes no duty or lability to any such party.
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Members of the Board
December 21, 2012
Page 4

If you have any questions or need atty additional information, please let us know.

Since feiy,
Cheiron

M%ﬂ\/ R: M"‘j —
_ William R, Hallmark, ASA, FCA, EA, MAAA
Consulting Actuary

ce: Donna Busse
Gene Kalwarski
Joshua Davis
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